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What Do You Recommend ?... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer .. . it’s part of our business. And very often it is easy to 
answer ... it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a “‘professional” relationship, and a 
competent investment adviser no more has a “universal” investment 
recommendation than a competent medical adviser has a “‘universal” 
prescription. Short term government bonds won’t produce 5% 
income ... common stocks won’t protect a short term cash 
requirement. 


So... to get back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be welcomed 
in any of our offices, or, if more convenient, we will be happy to 
discuss your personal investment program by mail. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 








To the alert businessman they're one word. Managers 
who must hold today's’ fast mowing business pace know 
how a Monro-Matic® Calculator translates seconds into 
savings. This calculator is automatically accurate ... auto- 
matically simple. and, of course, automatically fast 
That's why you find Monroes in cost conscious companies like 


<> mm EDASc ON 
Whether your business is small or large, when you look for 


savings look for the world’s most advanced figuring machines 
There's a Monroe for every figuring job in every office 
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Monroe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Conada * A DIVISION OF LITTON INDUSTRIES 








CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 
LEGAL COUNSEL | 


CORPORATE EXECUTOR 


IN Sooner or later all members of this 
team will be called on for advice } 


and counsel. 

Particular skill is required where a 
ay — or a private company 
National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 


tration. 
Our trust officers will be glad to 
contribute at any time to discussions 


on this important subject. 







20 KING STREET EAST, TORONTO, ONTARIO 


Toronto Montreal Hamilton Winnipeg 
Edmonton Calgary Vancouver Victoria 
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W. O. TWAITS (page 499) 

“While sales planning may be the 
starting point, it cannot be done by 
itself but only in conjunction with all 
other factors and with equal consider- 
ation to the company’s financial re- 
sources, a recognition of the lead time 
necessary to provide a given sales 
volume and an assessment of the com- 
pany’s competitive strength.” William 
O. Twaits, the author quoted above, 
proceeds in his article “Sales, Produc- 
tion and Financial Planning” to out- 
line a way of fitting these factors into 
corporate programming and shows 
how the effectiveness of management 
is judged by the ability to plan con- 
currently in all three areas. He em- 
phasizes that planning within an or- 
ganization is not divisible by func- 
tions but is a practical down-to-earth 
procedure which makes a team ap- 
proach absolutely vital. 


Mr. Twaits writes with authority. 
After graduating in 1933 from the 
University of Toronto with a B.Com. 
degree, he joined Imperial Oil Limit- 
ed, startin® in the packaging plant and 
moved to the technical and research 
laboratories and later to production 
control and refinery operations. He 
rose to become assistant economic co- 
ordinator, assistant manager — supply 
department, management assistant — 
production department (western divi- 
sion), in that order. In 1950 he was 
elected a director of the company and 
appointed general manager of the pro- 
ducing department. Then in 1952 he 
was named vice-president of the com- 
pany, moved up to his present posi- 


tion of executive vice-president at the 
end of 1955 in which capacity he takes 
an active part in the marketing phase 
of the company’s business. Mr. Twaits 
is president of the Canadian Arthritis 
and Rheumatism Society. 


S. A. SENN, C.A. (page 505) 

The movement towards better pre- 
sentation in corporate annual report- 
ing in Canada has stirred up consider- 
able interest in recent years and has 
been encouraged by the profession 
and through awards offered by The 
Financial Post. A number of awards 
are also made annually by The Ac- 
countant in the United Kingdom and 
The Financial World in the United 
States for the best reports in each 
country. In “Contrasts in United 
Kingdom and Canadian Annual Re- 
ports”, Stanley A. Senn looks at com- 
pany law in both countries and shows 
some interesting differences which are 
reflected in their annual reports. The 
author considers the Canadian report 
markedly superior to the average pre- 
sentation in the United Kingdom and 
gives his reason for this observation. 
His views on this matter, however, 
are subject to some dispute. A re- 
cent report shows that a number of 
professional stock consultants now 
think there is more to be gleaned from 
an intelligent reading of a British com- 
pany’s annual report than from any of 
the lusher surveys put out at frequent 
intervals by North American firms. 


Mr. Senn is associated with De- 
loitte, Plender, Haskins & Sells, Toron- 
to, and has been a member of the In- 
stitute of Chartered Accountants of 
Ontario since 1955. He was formerly 
with Deloitte, Plender, Griffiths and 
Co. in London and more recently with 
Haskins & Sells in Chicago. An article 
on “Differences in British and United 
States Auditing Practice” appeared in 
The Journal of Accountancy in 1955. 


Continued on page 482 
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Try it with reports .. . statements .. . any 
items up to 12 inches wide. See how well 
the Recordak Reliant Microfilmer handles 
any recording job! 


Fast worker?—you bet! Precision feeder 
handles up to 400 items per minute — 
and makes it all but impossible to “double 
feed’? documents, or miss pictures. 


Important, too — Kodamatic Indexing 
lets you code your records automatically 
right on the film. 


Save time viewing records! Unique 
code lines — recorded on film between 
document images — are easy to follow 
against a numbered scale on screen of 


=RECORDPK 


Originator of modern microfilming— 
now in its 31st year 


481 


Job-test the 
’ Recordak Reliant 


) in your business 


film reader. Saves loads of time looking 
things up later! 


Here’s an invitation to job-test the 
Recordak Reliant Microfilmer with unique 
Kodamatic Indexing. Use it for 30 days 
without risk or obligation to you. Fair enough? 
Mail coupon today. 


e ¢ ¢ « « MAIL COUPON TODAY +++ eee 


RECORDAK DIVISION 

CANADIAN KODAK SALES LIMITED 
105 Carlton Street, Toronto 2, Ontario 
Gentlemen: Please send me folder describ- 
ing Recordak Reliant with Kodamatic 
Indexing. R-39 
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Continued from page 480 
R. H. CRANDALL, C.A. (page 510) 
“The Budget: Looking in a New 
Direction” is likely to attract the at- 
tention of our readers for the way 
Robert H. Crandall works concisely 
and systematically through his sub- 
ject, starting with the requirements 
for good budgeting, continuing with 
the more detailed problems involved 
in sales, expense and cash budgeting. 
He concludes with the importance of 
good follow-up in order to compare 


fs AP ul actual with planned results and evalu- 
ates the reasons for variances. Mr. 

Crandall admits that budgeting is 

AE LL hard work but defines it as “worth- 

$5 in ci while hard work which leads to a 


Save collection 


and bookkeeping costs and avoid credit more organized approach to the con- 
ae duct of the business”. 


ene iii ted a The author is associated with 
VAR Mi eS ik Ae mil t immo baetel lilt malt) Ww eS 
oods, Gordon & Company and 
> 


working cash 


specializes in office methods, organi- 
zation and management reports. A 
graduate in Commerce from Queen’s 
University, Kingston, he studied later 
at the London School of Economics 
on a Beaverbrook Overseas Scholar- 
ship. On his return to Canada in 
1952 he joined Clarkson, Gordon & 
Company, Toronto, and obtained his 
certificate in chartered accountancy in 
1955. He is a member of the Institute 
of Chartered Accountants of Ontario. 


ies L. J. MILLS, O.B.E., F.C.A. (page 517) 


LOWEST RATES — FOR FULL DETAILS Not many people, industrial ac- 
PHONE OR WRITE countants included, we venture to 
suggest, have more than a hazy idea 
of the massive detail work involved 
in railway revenue accounting. 
Freight is the big business, and in 
“Long-Range Planning for Railway 
Revenue Accounting”, Leonard J. 
AETNA FACTORS Mills discusses what is being done to 
a, ee a convert a basically manual operation 
i Rataheaeey ao ke cl for Canadian National Railways 


freight accounting to a highly com- 
489 Continued on page 484 
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FIGUREWORK PRODUCTION UP 


CASH OUTLAY DOWN 


ecewhen you take advantage of a MARCHANT instaliment or lease pian 






lators and adding machines to work under your choice of 
five installment and lease plans: 

1. Speedy reduction of your figurework backlog. 

2. Shortened output time for your regular figuring. 

3. Time for new figuring not possible before. 

4. Small initial cash outlay and low monthly payments. 


You can choose from three “Pay As You Save” plans— 
: 6, 12, or 18 months—to own your new Marchants. Also 


AS LITTLE AS $27.75 A 


MONTH puts a new Mar- 
chant calculator to work for 


: Here are the tangible results of putting Marchant calcu- 


you right away. . . and it’s 
only $18.75 a month for the 
Marchant 10-key, electric 
adding machine. 





available, perpetual lease or lease with option to buy. 


Typical firms, now using the Marchants they needed, chose these plans: 





6 MONTHS PLAN—Chosen 
by a wholesale grocery 
house when two more 
Marchant Figure- 
matics were needed to 
handle the mounting 
figurework for its grow- 
ing list of accounts. 


PERPETUAL LEASE— 
(Monthly Rental Pay- 
ments) A small manu- 
facturer prefers this 
means of acquiring a 
new Marchant Figure- 
master while conserv- 
ing working capital. 


12 MONTHS PLAN— Used 
by general contractor 
to buy a Marchant 
Deci: Magic that helps 
make his estimating 
and other complex fig- 
urework easier, faster, 
100% decimal-safe. 


LEASE WITH OPTION TO BUY 
(Monthly Payments) — 
A retail chain has put 
10 Marchant Retai! 
Specials into use on 
this basis, for all daily 
figurework and on- 
store inventory. 


18 MONTHS PLAN—Se- 
lected by an electrical 
distributor that wanted 
a “Twin-Set” Figure- 
matic to figure individ- 
ual extensions and ac- 
cumulated total simul- 
taneously. 


12 MONTHS PLAN FOR ADD- 
ING MACHINE—This is 
how a real estate and 
insurance agency is 
buying its Marchant 
Adding Machine toim- 
prove service, stream- 
line bookkeeping. 





; For information about 
MARCHANT CALCULATORS iD. se marchant equipment 
5 and plan best for you, 
26 DUNCAN ST., TORONTO 2-B, ONT. 


call any Marchant office 
Modern Management Counts on Marchant or write to this address. 





RIGHT ACROSS CANADA* 


~ Diehl 


SUPERMATIC CALCULATORS 


@ MEMORY REGISTERS—hold grand 
totals while machine works sec- 
ondary calculations. 


DIRECT TRANSFERS — between 
registers and keyboard eliminate 
transcribing errors. 


SHORT CUT MULTIPLICATION— 
with single button squaring. 


14 MODELS—all with interchange- 
able features. 


Send for details now 


~ LliehL_ 
Calculating Machines of Canada Ltd. 


TORONTO: 108 Wellington St. W. 
Tel. EMpire 6-651 1 


MONTREAL: 4444 St, Catherine St. W. 
Tel. WEllington 7-9358 


* and at 

Halifax, Quebec City, Ottawa, Fort William, 

Winnipeg, Regina, Saskatoon, Edmonton, Calgary, 
Vancouver. 
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plex electronic data processing system. 
All mass transportation companies 
have the same general problem of 
controlling, auditing and summarizing 
passenger and freight revenues. The 
need today, the author indicates, is to 
present an integrated procedure which 
will substantially increase efficiency 
and reduce accounting costs. 


Mr. Mills has the advantage of hav- 
ing studied his subject while serving 
with two large Departments of the 
Federal Government: first, as financial 
adviser to the Deputy Minister of 
Veterans Affairs and later as director 
of financial services to the Post Of- 
fice Department. Two years ago he 
joined the Canadian National Rail- 
ways as assistant comptroller-revenues 
and in April of this year was appoint- 
ed comptroller for the company. He 
has been a member of the Institute of 
Chartered Accountants of Ontario 
since 1933 and in 1956 was elected a 
Fellow of the Institute. 


W. A. GREGORY, C.A. (page 522) 


With “The Accountant and the 
Farmer”, Walter A. Gregory explains 
how proper accounting techniques 
will aid the farmer in measuring the 
efficiency of his farm and locate weak- 
nesses so that he can improve his op- 
eration. He points out that the most 
needed and useful system is one in 
which the farmer can record his re- 
ceipts and disbursements simply and 
systematically. The common com- 
plaint heard from the farmer is that 
he has neither the time nor facilities 
for elaborate records. He works and 
thinks in terms of crop rotation and 
animal husbandry, and his activities 
are not the kind that develop a love 
of detail. However, now that farm- 
ing is becoming more and more a com- 
plex business, efficient management 
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on the farm is as important as it is in 
manufacturing, and the author exam- 
ines the advantages of proper account- 
ing and shows how the accountant can 
play his part in achieving this. 

Mr. Gregory is a partner in Ward 
& Gregory and lives in the Ontario 
farming community of Ridgetown. 
Active in business and community af- 
fairs in the district, he has lectured 
on farm accounting and income taxes 
at the Western Ontario Agricultural 
School. He received his certificate 
in chartered accountancy in 1952 and 
is a member of the Institute of Chart- 
ered Accountants of Ontario. 


H. D. SCOTT (page 527) 

There has always been some mis- 
understanding of the conditions un- 
der which money could be transferred 
from one country to another since the 
establishment of exchange controls 
was first introduced in practically all 
western countries at the outbreak of 
World War II. From time to time 
there has been gradual relaxation of 
controls and at the end of 1958 fur- 
ther important steps were taken along 
these lines by the principal western 
countries. In “Currency Exchange 
Convertibility”, H. Duke Scott dis- 
cusses what convertibility means and 
the effects it will have on world trade. 
The main advantage to this country, 
he told the Editor, is that there is no 
longer any reason for foreign govern- 
ments to plead that they do not have 
dollars in order to avoid importing 
goods from Canada; in other words, 
the shortage of dollars has lost its 
force. Such trading obstacles as now 
exist are confined to tariffs, quotas, 
subsidies and other direct barriers. 

Mr. Scott, since joining the Imperial 
Bank of Canada in 1914, has spent his 
entire career in “international” bank- 


ing and, as superintendent of foreign 
Continued on page 486 
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DO YOU KNOW 


Somebody who might be inter- 
ested in a subscription to 


The Canadian 
Chartered Accountant? 


Simply complete the form with 
his name and address and we 
will be pleased to send him a 


copy. 


firm 
address 


city 


address 
city 
Subscription Rates 


| year $6 3 years $15 
Single copies 60c 


THE CANADIAN 
CHARTERED ACCOUNTANT 


69 Bloor St. East, Toronto 5, Ont. 








SMALL RETAIL STORE 
ACCOUNTING 


Practical— 
Authoritative— 


Accurate— 


A new brochure to provide the small 
retailer in Canada with accurate, 
practical studies in the fundamentals 
of financial management and mer- 
chandising. 

Through this brochure members of 
the accounting profession can keep 
their retail store clients in touch with 
modern accounting developments. 
Those who have read it have been 
most enthusiastic. 


Well worth the $1.25 price tag — 
Toronto Globe & Mail. 


This new brochure may help to save 


many retail failures — The Financial 


The Canadian Institute of 
Chartered Accountants 

69 Bloor Street East, 
Toronto 5, Ontario. 


“Small Retail Store Accounting” at 
$1.25 a copy. 


Enclosed is $ 
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business for the bank, was in charge 
of all its international operations. He 
has travelled extensively in most coun- 
tries of the world and served on many 
Canadian and international associa- 
tions interested in foreign trade and 
finance. He returned recently from a 
visit to West Germany. In May he 
was appointed assistant general man- 
ager of the bank’s international de- 
partment. 


EDITORIAL (page 495) 

This month’s editorial “Salute to 
the S.I.C.A.” deals with the growth 
and development of the Society of 
Industrial and Cost Accountants 
which has built up a high reputation 
for itself during its comparatively 
short history. In this, as the editorial 
indicates, chartered accountants have 
played no small part and the Editors 
are grateful to Kris A. Mapp, F.C.A. 
for giving readers this outline of the 
activities of the Society. He is well 
qualified to do so, for, as its president 
for 4 years — from 1934 to 1938, he 
was closely connected with its work 
and has continued to take a keen in- 
terest in its progress. 

Over a long period of years Mr. 
Mapp, senior partner in Barber, Mapp 
and Mapp, Toronto, has been active 
in the affairs of the profession. He is 
a past president of the Institute of 
Chartered Accountants of Ontario and 
the Canadian Institute of Chartered 
Accountants and has been a member 
of the Ontario Institute since 1920. In 
1929 he was elected a Fellow of the 
Institute. 


Forthcoming Features 


TECHNIQUES OF PERSONAL EVALUATION 
VALUATION OF AN INSURANCE AGENCY 


ORGANIZING FOR EFFECTIVE 
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the @RONING) man 


offers a one-writing procedure 
for your accounting operations 





Copyttex slashes clerical costs, 


eliminates re-recording errors, speeds 
and simplifies paperwork 


The Bruning Man brings you the flexible, easy to use Copyflex 
one-writing process which ends slow, costly, error-prone clerical 
copying in almost any paperwork operation in your business. 


With Copyfiex you write information only once. Paperwork 
needed to complete any business operation—for order-billing, 
purchasing-receiving, accounting, production control, and in many 
other functions—is quickly and mechanically accomplished with 
Copyfiex. Only new or variable data need be added to 

basic information. 


The Bruning Man can show you how the Copyflex one-writing 
system can be fitted into your present operations without 
dislocation. You can take the initial step towards possible 
savings of thousands of dollars for your company by 
writing now for “Shortcuts to Accounting”’. 


BRUNING 
10x 


LOW COST DIAZO COPYING AT ITS BEST! 


Charles Bruning Co. (Canada) Ltd., Dept.No. CA-6 
37 Advance Road, 
Toronto 18, Ontario. 


Gentlemen: I would like to have a copy of 


Shortcuts To Accounting. 


COMPANY 2.222. --200200-0000--0250008 paniabermiekageabehtacasanawsweiiage 
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Recent Publications - 

The American Institute of Certified 
Public Accountants has announced the 
publication of “Guides to Successful 
Accounting Practice”, a book which 
shows how successful accounting prac- 
titioners handle some of the more diffi- 
cult aspects of practice management. 


The book is based on material 
drawn from the Practitioners Forum, 
a regular column in The Journal of 
Accountancy since 1954. Edited by 
Bernard B. Isaacson, of Wilmington, 
the guide presents the opinions, meth- 
ods and time-saving techniques de- 
veloped by experienced accountants 
to make their practices more effi- 
cient and profitable. 

“Guides to Successful Accounting 
Practice” is available at $3.50 from the 
American Institute of Certified Public 
Accountants, 270 Madison Avenue, 
New York 16. 

“The Effect of Selling Prices on 
Profit” is the second in a series of 
small booklets published by The Glid- 
den Company Limited. It deals in 
large part with the pricing of merch- 
andise and is fully up to the standard 
of the previous booklet “Reducing the 
Risk in Business”. Succeeding book- 
lets, to be published at monthly inter- 
vals, will endeavour to outline, step by 
step, the importance of certain basic 
facts in business and have been writ- 
ten especially for the retail merchant. 
The young accountant or student-in- 
accounts would also do well to read 
these booklets, copies of which can 
be obtained by writing to The Glid- 


den Company Limited, 351 Wallace 
Avenue, Toronto 9. The entire series 
has been prepared by Victor L. John- 
son, C.A., chief accountant for the 
company. 

The Federated Council of Sales Fi- 
nance Companies has recently pub- 
lished a 16-page booklet “Purchase 
Credit and the Sales Finance Com- 
pany”, copies of which may be ob- 
tained by writing to The Federated 
Council of Sales Finance Companies, 
1011 Commonwealth Building, 77 
Metcalfe Street, Ottawa. The book- 
let explains that the sales finance 
company functions in two ways: at 
the factory by financing the sales of 
durable goods from the manufacturer 
to the dealer and at the retail level 
by financing the instalment sale of 
durable goods from the dealer to the 
individual consumer. 


Operational Research 

The first annual meeting of the 
newly formed Canadian Operational 
Research Society took place at the 
University of Toronto on May 7 and 
8. President of the society is Dr. O. 
M. Solandt, Canadian National Rail- 
ways. 


Queen’s University Summer Seminars 

A 3-day income tax seminar and a 
5-day course designed to enlarge the 
outlook of promising middle-manage- 
ment personnel will be held from 
June 8-10 and from June 15-19, 
respectively, at Queen’s University, 


Kingston. The tax seminar will open 
Continued on page 490 
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4 fast procedures 


that lower 


accounting costs 


Only“Thermo-Fax’ Copying Machines do so many 
Jobs...so quickly, so easily, for such low cost ! 


Billing Errors. Acknowledge mistakes by 
crossing out incorrect figures on original 
bill, inserting correct ones. Accurate copy 
mailed to customer shows graphic evi- 
dence of correction. 


Auditing. Eliminate errors of Rclabeaneys 
ing from active records. Copy even full 
size ledger sheets in just 6 seconds. Orig- 
inal documents stay active. Audit at 
your convenience. 


Ad Thermo-Fax 


COPYING PRODUCTS 


Name 





Company 


eneDuersn, 


Address 


*aecanc™ 
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Accounting Reports. End delay of typing 
and proofreading a balance sheets, 
similar detailed reports. d delivery 
with error-free copies oF cai 
made in 4 seconds. 





Public Relations. Copy pertinent articles, 
helpful information, in seconds. Mail 
copies to clients. Your ‘“Thermo-Fax”’ 
Copying Machine adds an extra client 


service inexpensively. Siabialdalinas 
rade ar 
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MINNESOTA JUIINING AND ]JYJANUFACTURING 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 


Yes ! I’d like to lower accounting costs. Send me details. 


#90637 


Prov. 
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Continued from page 488 

with an address by J. Harvey Perry on 
“Tax Trends, 1959”, to be followed in 
the afternoon by a talk “Avoidance 
versus Evasion” by R. deWolfe Mac- 
Kay. An evening paper will be given 
by Professor W. G. Leonard, F.C.A. 
on “An Introduction to Income Meas- 
urement for Tax Purposes”. Subjects 
for discussion on the second and third 
days are: “Depreciation and Capital 
Cost Allowances”, by W. L. McDon- 
ald, F.C.A.; “Inventories”, by G. P. 
Keeping, F.C.A.; “Syndicate Discus- 
sions of Problems in Income Measure- 
ment”, by Marcel Belanger, C.A. and 
E. J. Benson, C.A.; “Payments on Ac- 
count of Capital”, by C. L. King, 
F.C.A.; “Reserves, Allowances and 
Provisions under the Income Tax 
Act”, by Marcel Belanger, C.A. and 
Professor J. E. Smyth, F.C.A.; “In- 
come for Tax Purposes — An Ap- 
praisal and Forward Look”, by A. 
Willard Hamilton, C.A. 

In an introduction to the program 
on “Perspective for Management”, the 
planning course committee emphasize 
that the objects of the course are to 
afford a group of about 50 men to 
meet, free from the preoccupations of 
job and family, to exchange views and 
engage in vigorous argument on some 
of the newer management techniques 
of analysis, planning and control and 
the human problems within the busi- 
ness organization. The subjects chosen 
for consideration are “The University’s 
Obligation to Business”, by W. A. 
Mackintosh, principal of Queen’s Uni- 
versity; “Management in Today’s Eco- 
nomic and Governmental Environ- 
ment”, by C. A. Curtis and L. A. 
Skeoch; “Recent Economic Experience 
and Its Lessons” by F. A. Knox; “The 
Processes of Technological Change”, 
by E. W. R. Steacie, president, the Na- 
tional Research Council of Canada; 
“Physical Resources and Industrial 
Policy”, by E. G. Pleva; “The Impact 


of Changing Resources and Tech- 
nology”, by P. W. Blaylock; “Mana- 
gerial Planning and Control”, by F. S. 
Capon, C.A. and G. H. Cowper- 
thwaite, C.A.; “Mathematical Aids and 
Approaches to Management”, by R. 
R. Crane and W. R. Hydeman. The 
closing sessions on Friday, June 19 
will include a discussion on “The Hu- 
man Side of Enterprise”, by D. M. Mc- 
Gregor, professor of industrial man- 
agement, Massachusetts Institute of 
Technology, and “Management's Re- 
sponsibilities in Modern Society”, by 
H. I. Ross, C.A. 


Business Show in Toronto 

Chartered accountants are specially 
invited to attend the Canadian Na- 
tional Business Show at the Automo- 
tive Building, Canadian National Ex- 
hibition grounds, Toronto, from June 
8 to 10. More than 100 exhibitors 
will display business equipment, fur- 
niture, machines, systems and _ ser- 
vices at this show which is under the 
sponsorship of the Canadian Business 
Equipment Manufacturers Associa- 
tion Inc. Tickets may be obtained 
through the Association’s office at 
1819 Yonge Street, Toronto 7. 


1958 Annual Reports and the C.I.C.A. 

Reference to the Canadian Institute 
of Chartered Accountants appeared 
in two 1958 annual reports. In an- 
nouncing accounting changes, Crown 
Zellerbach Canada Limited said that 
starting with 1958 there has been a 
change in their basis of reporting 
earnings. “The company follows the 
practice of depreciating capital as- 
sets over their normal life by equal 
annual charges to costs (straight line 
depreciation). However, the Income 
Tax Act allows, as a deduction, 
higher depreciation charges in the 
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... they're natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this ae method is based on 
today’s modern “mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems. 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses.” 



















For the booklet “BELL TELETYPE’S Place In Your IDP 
Program’, write or phone (collect) to: 


MONTREAL — 1060 University St. 

Tel. TR 0-2981 
TORONTO — 393 University Ave. 

Tel. EM 8-3911—Ext. 2151 
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early years of an asset’s normal life, 
with a reduced charge in the later 
years (diminishing balance deprecia- 
tion). Therefore, for a period imme- 
diately following substantial new cap- 
ital expenditure the depreciation al- 
lowed for tax purposes will be in ex- 
cess of that charged to costs. The net 
effect is a deferment of taxes on in- 
come. The 1958 statement of income, 
in addition to the provision for cur- 
rent income taxes, includes a charge 
of $1,635,000 for such deferred in- 
come taxes. This is in line with the 
practice of other companies in Can- 
ada and in accordance with the basis 
of reporting recommended by the 
Canadian Institute of Chartered Ac- 
countants.” 

The Great Lakes Paper Company 
Limited in an introduction to defini- 
tions of technical terms had this to 
say: “Listed below are the principal 



















GRAND & TOY 
MATCHES 
ANY SHEET 
YOU NEED 


—Accountants’ Work Papers 
© —Ruled Foolscap 
—Ledger and Columnar 
Sheets 
—Ring Book Sheets 
—Graph and Chart Paper 





Biggest selection of stock rul- 
ings. Complete facilities to pro- 
duce special sheets to order. 

© JUST SEND US A SAMPLE 


Ask your G&T Salesman or 
G&T Store. Phone Orders: 
HI, 4-1111, Toronto: LI. 4-2851, 
Hamilton. Or write address 
1_ © below. 


a snmeews 


OFFICE SUPPLIES © PRINTING 
BUSINESS FURNITURE 
» - 


MAIL ORDERS:—33 Green Belt Dr., Don Mills, Toronto 





terms used in this report with defini- 
tions of our meaning. They are listed 
in the general sequence of their ap- 
pearance in the report, rather than 
alphabetically. For wider informa- 
tion we recommend ‘Accounting 
Terminology’, issued by the Canadian 
Institute of Chartered Accountants 
and ‘How to Read Financial State- 
ments, compiled by the Investment 
Dealers Association of Canada.” 


In the News 


Gorpon E. Browninc, F.C.A. 
(Ont.), Sudbury, has been elected 
president of the Ontario Chamber of 
Commerce. This is the first time a 
chartered accountant has held this 
position. 


Month End Rates of Exchange 


Beginning this month, members 
will be provided in this column with 
the nominal rates of foreign curren- 
cies as at the close of business on the 
last trading day of each month. We 
feel that this service should be an 
extremely practical one for account- 
ants required to express foreign cur- 
rency amounts in terms of Canadian 
funds for income tax and other pur- 


poses. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., April 30, 
1959: Australia (pound) 2.17%; Belgium 
(franc) .0194; Denmark (kroner) .1405; 
France (franc) .00197; Germany (d. mark) 
.2310; India (rupee) .2040; Italy (lira) 
.0016; Mexico (peso) .0774; Netherlands 
(guilder) .2560; New Zealand (pound) 
2.70%; Norway (kroner) .1360; Sweden 
(kronor) .1865; Switzerland (franc) .2230; 
Union of South Africa (pound) 2.71%; 
sterling in Canada, 2.70%-2.71%; sterling in 
New York, 2.81%-2.81%; U.S. dollars in Can- 
ada, 3%-3% discount. 
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We keep 
New York City 
on the corner 
of this desk 


Figuratively speaking we 
do, because we have a 
telephone there that we 
use to dial any number in the city of New York . . . just as simply as you 
dial your own ’phone. It is a part of Imperial Bank’s modern communications 
system, installed especially to speed up our Foreign Exchange dealings. 
Contact with your local Branch Manager will keep you in touch with the 
constantly developing Canadian economic scene. 
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WE LIKE TO SAY “YES"! 


You get more than just financing at Canadian Factors; you get a 
constructive approach to the problems of building markets and pro- 
tecting profits. 


Unlike many company credit departments, our attitude towards credit 
checking is positive. It’s in our interest to say “yes” as often as 
possible. 


When we factor a company's account, we only get paid if the sale 

is actually made. We can only make money by being positive and 

constructive. Therefore we look for reasons to grant credit. 
Very often, too, we can say “yes” where your client would not. Often 
we can grant credits on a more liberal basis than he can afford to 
risk now. We have checked credits for over a quarter of a century. 
We have an intimate knowledge of the Canadian market, and our 
sources of information are immediate and accurate. 
This constructive approach to credit problems has helped many pro- 
gressive firms to expand their markets and protect their profits. 
Some firms, now large, owe their growth to the fact that they have 
used our services continuously for over 30 years. Perhaps we can 
help one of your clients. If you’d like more information about the 
Canadian Factors plan, simply write today for our free booklet: 
“Credit Protection and Receivables Financing.” 


CANADIAN FACTORS CORPORATION 
LIMITED 


heey 423 Mayor Street, Montreal - Victor 9-8681 


Established in 1931 
















Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-6833 


Montreal Kingston Quebec Calgary = Vancouver 
Distributors Hamilton Kitchener London Edmonton Winnipeg 
New York 


Underwriters 
€ 


SIX SERVICES YOU 
pierce APPRECIATE 


SAVINGS ACCOUNTS 
— with interest at 344% paid twice yearly 
2. GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also 
== a Savings Certificates redeemable at any 


3. TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional. groups, individuals 
4. EXECUTOR OF WILL 
— Detaile and estimate of cost without obligation 
5. CUSTODIAN FOR STOCKS, BONDS, 
ees 


Se Soeetens necessary in management of financial 





6. REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or eo ag for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


COMPANY 
Torente: 34 meet me ‘y* 
Bran Clair Ave. W., 
2972 Slesr Oe Ww. 1518 Bayview Ave. 
Montreal: $88 St. James St. W. 
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Editorial 


A SALUTE TO THE S.LC.A. 


Tue Society oF INpustrriAL and Cost Accountants of Canada is hold- 
ing its 38th Cost and Management Conference at St. Andrews, N.B., 
June 29 to July 1. As usual, the participants will include a large 
number of chartered accountants. Members of our Institute have al- 
ways been actively associated with the affairs of the S.I.C.A., but it is 
extremely doubtful that the extent of their contribution to the Society’s 
formation and development is fully realized. 

The Society was formed in 1920 by a group of chartered account- 
ants who, in the words of George Edwards the first president, recog- 
nized that it would open up “a field of legitimate endeavour not 
hitherto covered by either the Institutes of Chartered Accountants 
or the various existing media for the preparation of young men for 
industry”. The nine incorporators, each chosen to represent a Provin- 
cial Institute, included George E. Winter of Vancouver, then presi- 
dent of the Dominion Association of Chartered Accountants, and two 
future presidents of that organization, J. B. Sutherland of Calgary 
and G. C. Rooke of Regina. In all there have been nine chartered 
accountants who have attained the S.I.C.A. presidency, including the 
present incumbent, Thomas B. Milne of Winnipeg. 

In the history of the Society’s provincial development a similar 
pattern is evident. Authority to grant the use of the qualifying desig- 
nation R.I.A. was first sought in 1940. By 1950, provincial societies 
with this power were incorporated in all ten provinces, and in each 
instance chartered accountants provided valuable assistance and were 
among the original members. 

From its inception the Society has devoted its major effort to 
the task of providing young men in industry and finance with educa- 
tion in accountancy. Today, a student enrolment of 4,800 indicates 
the widespread demand for its program. Educational policy is de- 
termined by a Coordinating Educational Committee composed of pro- 
vincial representatives, and examination standards are established by 
an Examination Board. Instruction is provided by correspondence 
and evening lectures, and classes are conducted in 22 universities from 
St. John’s to Victoria. The Society has made a valuable contribution 
to Canadian accounting literature by initiating Canadian adaptations 
of important American textbooks. The Society’s services include a 
monthly journal, Cost and Management, a series of executive develop- 
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ment seminars and assistance with local chapter meetings. A special 
committee is presently considering the field of post-graduate studies. 

This brief outline suggests that the Society has much to be proud 
of in its accomplishments to date. Those chartered accountants who 
established it in 1920 acted with enlightened self-interest, and the 
Society's record has justified their efforts. All accountants have a 
stake in the level of accounting knowledge which prevails in the 
business community, and the Society’s role in raising this level merits 
general appreciation. As it approaches its 40th anniversary many 
chartered accountants will continue to take an active part in its af- 
fairs, and the anticipated growth of Canada’s industrial economy will 
provide an important challenge in the years that lie ahead. 


AMERICAN INSTITUTE NEW RESEARCH PROGRAM 


THE GOVERNING Councit of the American Institute of Certified Public 
Accountants voted at their spring meeting to expand their account- 
ing research program to narrow the inconsistencies in financial re- 
porting. In making the announcement, Louis H. Penney, president of 
the Institute, said that generally accepted accounting principles at this 
time are not a clearly defined, comprehensive set of rules and that 
there are some areas in which the use of alternative but equally 
acceptable principles or procedures could result in widely varying 
reports of net income or earnings-per-share. These are the areas that 
are to receive top priority in the new research program which it is 
estimated may cost $250,000 a year. 

Mr. Penney said that the principal products the new program 
will be a series of studies prepared by a staff of AICPA researchers 
and recommendations on generally accepted accounting principles 
by an eighteen-man Accounting Principles Board made up of In- 
stitute members. Industry, stock exchanges, governmental agencies, 
various accounting groups and other interested organizations will be 
given ample opportunity to present their views. The published 
studies will give pro and con arguments on controversial points, offer 
conclusions and where possible illustrate the applications of the prin- 
ciples. 

Following publication, the study will be reviewed by the newly 
created Accounting Principles Board. If two-thirds of the Board 
members agree with the findings, the Board will then issue a state- 
ment which it is expected would be regarded as an authoritative ex- 
pression of the application of generally accepted accounting principles 
to the problems under study. Mr. Penney pointed out that the 
Institute would rely on persuasion rather than compulsion to encour- 
age adoption of some of its more controversial pronouncements. 

The task which the American Institute has set for itself will be 
watched with keen interest by chartered accountants in this country 
where the same basic problems exist. 
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Vancouver — 57th Annual Meeting 


VANCOUVER is known as the Play- 
ground of the Pacific Northwest — a 
city that offers all desirable amenities 
with a backdrop of fjords, canyons 
and mountains. It is a city of con- 
trasts that reveals evidence of frontier 
days intermixed with the atmosphere 
of cosmopolitan cities the world over. 
This is the city that is Canada’s third 
in population, second in area and 
C.LC.A. choice for the site of its 1959 
annual conference. 

At the Hotel Vancouver on Monday 
morning, September 14, the opening 
ceremonies and presidential report by 
John L. Helliwell will precede an ad- 
dress by W. S. Owen, Q.C., president 
of the Canadian Bar Association. The 
annual general meeting will then take 
place, followed by an informal lun- 
cheon. “Problems of Recruitment” 
will be discussed in the early part of 
Monday afternoon at a plenary panel 


discussion under the leadership of 
W. I. Hetherington of Toronto. High- 
light of this particular session is ex- 
pected to be the first official showing 
of the new C.I.C.A. recruitment film. 
The day’s final session, chaired by F. 
T. Denis of Montreal, will deal with 
post-graduate education for chartered 
accountants in Canada and will in- 
clude a review of recent developments 
in the U.S. by Louis Penney, president 
of the American Institute of Certified 
Public Accountants. A paper on what 
other Canadian professions have done 
will be given by E. Michael Howarth, 
C.I.C.A. executive secretary, and L. 
G. Macpherson, director of the School 
of Commerce and Administration 
at Queen’s University and formerly 
C.I.C.A. research director, will present 
a paper on the challenge to the 
C.LC.A. in this field. 


Tuesday morning’s sessions will also 
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be held at the Hotel Vancouver and, 
as innovated and proved so popular 
last year, will provide the opportunity 
for members to pursue a fairly con- 
centrated study program over the 
second and third days of the confer- 
ence. Accounting and auditing prob- 
lems, taxation and management ac- 
counting are the topics planned for 
these short-term courses. Tuesday’s 
speakers include James W. Kerr, presi- 
dent of Trans-Canada Pipe Lines 
Limited, R. B. Taylor, secretary of the 
Steel Co. of Canada, G. H. Cowper- 
thwaite of Peat, Marwick, Mitchell & 
Co. of Toronto and Alex G. Rankin, 
vice-president (finance) and secretary 
of B.C. Forest Products Limited. Lun- 
cheon in the main dining-room of the 
hotel will mark the end of that day’s 
technical sessions. 

Almost by tradition, the Wednesday 
technical sessions take place on a uni- 
versity campus. This year, the profes- 
sion is especially fortunate in being in- 
vited to use the beautiful campus of 
the University of British Columbia. 
The morning schedule offers a number 
of discussion groups on specific mat- 
ters arising from the previous day’s 
papers. Following Wednesday’s lun- 
cheon, Dr. N. A. M. Mackenzie, presi- 
dent of the University, will deliver an 
address that will mark the official end 
of the conference technical sessions. 

One glance at this year’s social pro- 
gram reveals a deft combination of 
sea, sunshine, scenery and sports. The 
opening reception will be held at 
H.M.C.S. Discovery, and on Tuesday 
night, a moonlight cruise on Howe 
Sound is planned with dinner and 
dancing on board. Weather statistics 
are very much in favour of an abund- 
ance of sunshine for the free afternoon 
on Tuesday, and either Vancouver's 
many beautiful beaches or golf 


courses are expected to attract most of 


those attending the conference. Mon- 
day evening has purposely been left 
free to afford visitors the opportunity 
of sampling Vancouver's wide range 
of entertainment, among which are 
Chinatown and a Vancouver-Calgary 
football game at the famous Empire 
Stadium. With the same emphasis on 
warmth and informality that proved so 
popular in Montreal last year, the con- 
ference will end with a cabaret style 
dinner-dance at the Hotel Vancouver. 


Special activities for the ladies will 
include a scenic tour through the 
mountains with a stop for luncheon at 
the Harrison Hot Springs Hotel. 
Their program also includes a coffee 
party and an “accessories” fashion 
show at Canyon Gardens, as well as 
arrangements for golf and shopping 
excursions. 


There is so much to see in Vancou- 
ver and in other parts of British Co- 
lumbia that many members and their 
wives are expected to combine their 
visit to the conference with a vacation. 
The visitor has his choice of proceed- 
ing eastward through the Fraser Val- 
ley to the sunny Okanagan Valley, 
with its fruit orchards and rolling hills, 
or to the Kootenay country famed for 
mining, mountains and 100-mile lakes 
where fishing for trout and salmon is 
unexcelled. A further attraction is a 
trip to Victoria or a cruise up the coast 
to see the fjords. Detailed tourist in- 
formation about these and many other 
trips can be obtained from the Greater 
Vancouver Tourist Association, 596 
West Georgia Street, Vancouver. 


In September, members and their 
wives can look forward to discovering 
something different around every cor- 
ner in Vancouver — scenery, history, 
shops, restaurants, and, most import- 
ant of all, the 1959 C.I.C.A. annual 
conference. 
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Sales, Production and 
Financial Planning 


WILLIAM O. TWAITS 


PLANNING WITHIN an organization or 
enterprise is really not divisible by 
functions. From a practical stand- 
point, it is obviously impossible to di- 
vorce sales planning from production 
or financial planning because all are 
interdependent and must be closely 
integrated. Consequently, what we 
are really dealing with is corporate 
planning, in the broadest sense, al- 
though relative emphasis between 
sales, production and finance will vary 
with the type of industry, the size of 
the corporate unit and its financial 
condition. 


A Tactical Program 

Planning, in common terminology, 
can be interpreted to mean a rigid 
course of action. “Corporate plan- 
ning”, on the contrary, must represent 
a tactical program, capable of vary- 
ing with changing conditions and rec- 
ognizing the breadth of individual re- 
sponsibilities within a given company. 
In this sense, corporate planning is a 
relatively modern phenomenon in 
most industries, although, by neces- 
sity, certain types of industry have 
had to develop techniques much in 
advance of others. The current em- 
phasis on planning, or forward 
programming, reflects underlying 
changes both in the economy and in 





the mechanics of the modern enter- 
prise, which must be recognized by 
the student or manager interested in 
this subject. 

Three factors might be mentioned, 
all of which tend to overlap: 
1. The increasing investment, per 
sales unit, accompanying more 
complicated manufacturing opera- 
tions, the trend toward automation 
and the economics of large-scale 
production. High fixed investment 
costs mean high break-even op- 
erating costs and thus great pres- 
sure toward near-capacity opera- 
tion. In other words, the plant 
must be utilized, as fully as pos- 
sible, and many industries today 
can afford only a small tolerance 
in unused capacity without incur- 
ring an operating deficit. 
Along with the high fixed invest- 
ment charges is the growing in- 
flexibility of other items of ex- 
pense, formerly considered as vari- 
able. For instance, the operation 
of a machine or plant requires a 
certain labour force, regardless of 
whether the machine is operating 
at 50% or 100% capacity, and reten- 
tion of a_ highly-skilled labour 
force is a relatively fixed cost. 
Parenthetically, incremental costs 


bo 
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for additional output are relatively 
small, as control of so-called “vari- 
able” costs in the classic sense is 
practical only over a_ relatively 
long period. 

8. The necessity of a continuing in- 
put of capital into most industries, 
because depreciation generates in- 
sufficient funds for replacement 
and because working capital re- 
quirements generally increase with 
the trend in credit sales, mechani- 
zation, obsolescence, etc. 


The foregoing factors can be ex- 
panded considerably, but they all 
point to the fact that, in most enter- 
prises today, capital requirements, 
both fixed and working, must be gear- 
ed to relatively long-term programs, 
looking to efficient utilization of 
shareholders’ investment with all that 
this implies. The modern enterprise 
cannot be easily, or economically, 
started up and shut down to meet 
peak demand-and-supply conditions; 
it cannot depend on the vagaries of 
spot or short-term financing. In other 
words, the corporate viewpoint has, 
of necessity, had to be extended. Its 
operations must be envisaged over 
a period of time in the form of plan- 
ning in all phases. 


Sales Planning 


It is axiomatic that the end point of 
all planning is “sales” performance, 
and it may be said that sales planning 
is the starting point and the basis for 
production and financial planning. 
Sales planning, of course, can range 
from simple extrapolations of histori- 
cal trends through to complicated 
forecasts involving correlation with 
population growth, G.N.P. and many 
other factors. 

Marketing research into consumer 
buying habits and motivation plays an 


increasingly important part, both as 
to the planning of regular sales pro- 
grams and the development of new 
or substitute products. This is par- 
ticularly true in the consumer goods 
industries where new products and 
quality appeal are perhaps the most 
significant sales factors in postwar de- 
velopment. Thus it is essential not 
only to consider one’s own product 
in the forward sales program, but 
possible competitor developments, 
both within and without the industry. 
This necessarily introduces an esti- 
mate of price trends and the ability 
of substitute products to enter the 
market. All of these items will vary 
according to the specific industry, and 
generalization is not possible. How- 
ever, whether it requires a marketing 
research department in a large or- 
ganization, or individual conception 
on the part of a sales manager in a 
small organization, all the foregoing 
elements must be considered. 


The forward sales program which 
will emerge must represent a balance 
of the following factors: 


1. An assessment of the company’s 
competitive strength in the total 
market, or demand outlook, versus 
other suppliers and _ substitute 
products. 
A recognition of the lead time ne- 
cessary to provide a given sales 
volume. In many industries, a 
period of two to three years is re- 
quired from conception to comple- 
tion of the equipment necessary to 
produce a given product or prod- 
ucts. 

3. A clear understanding of the com- 
pany’s financial resources and a re- 
conciliation of the working capital 
requirements with the projected 
sales program. 


Of these three factors, items 1 and 
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3 tend to receive insufficient attention. 
The enthusiasm of the sales organiza- 
tion can tend to obscure realism in 
regard to competitive strength and 
the financial ability of the com- 
pany. Accordingly, while sales plan- 
ning may be the starting point, it 
cannot be done by itself but only in 
conjunction with all other functions 
and with equal consideration of the 
three factors mentioned above. 

Forward programming or planning 
of this type obviously cannot be pre- 
pared in absolute or fixed terms, par- 
ticularly where periods in excess of a 
few months are involved, and/or 
where large cash commitments must 
be incurred ahead of the product sale. 
As a_ tactical program, the para- 
mount consideration of the corporate 
plan is flexibility, that is the ability 
to make a running correction as new 
conditions develop. In other words, 
continuous forecasting and continu- 
ous correction are necessary and in- 
evitable. This is done in many ways, 
the simplest of which is to carry a 
short-term program of a year or less, 
which is subject to monthly or bi- 
monthly correction, within a longer 
term program of three to five years, 
modified chiefly on trends. Again, 
the length of supply lines, the neces- 
sity of forward cash commitments 
and many other factors will govern 
the technique. 


Sales Policy 


In all the foregoing, any reference 
to sales “policy” has been deliberately 
omitted, although it seems that the 
theorists prefer to start from this 
point. It may be that in an isolated, 
or specialty market, a policy with re- 
spect to sales is relatively easy to de- 
termine. It may also be that the term 
“sales policy”, in itself, presents a 


problem in semantics. In any event, in 
a competitive market, sales policy in 
its ordinary sense would seem to have 
little or no place. In fact, it may 
simply be a reflection of the lack of 
logical, cohesive planning. 

Sales policy, insofar as it represents 
investment and earnings objectives, 
and so on, implies an ability to prede- 
termine sales by a declaration of in- 
tention which few, if any, industries 
are in a position to make. On the 
contrary, as long as there is a free 
flow of investment capital, and no 
artificial restrictions on a market, then 
sales policy must, of necessity, be a 
matter of current decision. It is worth 
while repeating that this presumes a 
condition where the market is not 
artificially regulated and where there 
is a free flow of entrepreneur capital. 
Any interference to either or both of 
these leads to an artificial market. 


If it is not possible to define sales 
policy, except at a given moment, it 
is equally true that there must be 
some objectives or targets to which 
all efforts in the corporate organiza- 
tion are devoted. Profit must obvi- 
ously be the forward planning objec- 
tive, even though this can only be de- 
termined in a qualitative, rather than 
a quantitative sense. In fact, the 
corporation can only demonstrate its 
efficiency and its economic usefulness 
in terms of earnings. Therefore, 
everyone in an enterprise involved in 
planning must have a clear under- 
standing of the profit incentive. The 
exact level of this profit depends on 
supply-and-demand conditions, the 
flow of capital into the industry and 
a host of short and long-range factors. 
For our purposes, the profit incentive 
may be divided two ways, viz.: 


1. In the so-called trading operation, 
depending chiefly on short-term 
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capital, sales planning (sales 
policy) must be governed and 
reconciled, almost on a day-to-day 
basis, by turnover or inventory 
movement. The simplest measure, 
in this case, is earnings related to 
the sales dollar, which, in turn, re- 
flects a gross margin within which 
the enterprise must operate. 

2. Manufacturing, or similar enter- 
prises, employing long-term fixed 
capital, must govern sales plan- 
ning through longer cycles of 
capital availability and product 
demand changes. In this case, re- 
turn on capital employed and on 
fixed investment is the main ob- 
jective. For example, in such an 
industry, capital equipment must 
have alternative uses and the 
flexibility to operate through a 
series of demand cycles in individ- 
ual products. 


Role of Communications 


Since enterprises range from one 
or two individuals to those employ- 
ing thousands of people, and since the 
degrees of responsibility in individual 
hands must vary widely with respect 
to day-to-day decisions, the communi- 
cations system is of fundamental im- 
portance. The number of people to 
be informed increases almost geomet- 
rically with the size of an enterprise. 
All these people must have a clear 
idea of the corporate position, its ob- 
jectives and its problems in order to 
implement the planning program 
through their daily decisions. Because 
they are human and because com- 
munications are imperfect, errors and 
deviations are bound to occur. There- 
fore, in the planning program it is 
inherent to have a control procedure 
to measure performance, not just in 
terms of sales or earnings, but with 


adequate analytical data to show the 

area and cause of deviation. 

It is appropriate to summarize at 
this point: 

1. Forward sales planning, or pro- 
gramming, underlies production 
and financial planning, although 
all three must be done concur- 
rently. 

2. Flexibility is paramount in a tac- 
tical program, with clearly under- 
stood but not arbitrary objectives 
as to the corporation’s profit tar- 
gets. 

3. The system must be one in which 
many individuals can match their 
daily decisions to the overall pat- 
tern. 

4. There must be means of continu- 
ously measuring performance and 
deviations. 


Production Planning 

Production, or supply planning, is 
chiefly a matter of technique, al- 
though this may be extremely compli- 
cated according to the industry or the 
product. In most industries, produc- 
tion schedules — including sequence 
of operating steps, inventory control, 
and equipment changes and additions 
— can be formalized to a considerable 
degree, at any rate to a much greater 
degree than the sales program. The 
increasing use of computers to permit 
quick analysis of alternative types of 
production programs, in order to op- 
timize all cost factors, reflects the 
ability to measure the variables with 
considerable accuracy. 

In essence, production planning 
means the most efficient utilization of 
manpower and facilities. In practice, 
this may range from a traffic control 
centre to a large production control 
department, concerning itself with 
every phase from raw material to 
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warehousing. In this sense, the pro- 
duction plan includes time study, 
standardized operations, maintenance 
schedules and a host of factors. What- 
ever the organization form, the objec- 
tive of production planning and pro- 
duction control is to minimize costs, 
and, assuming that all the necessary 
technical skills are available, then the 
real problem is liaison with sales. 


Regardless of the industry, the final 
point of sale, or disposal of the end 
product, takes place a long distance 
from the original point of manufac- 
ture and a considerable time after 
manufacture. Sales orders, which are 
the first indication of a sale, are the 
producing unit’s easiest and quickest 
measure for basing its schedules. But 
sales orders do not necessarily repre- 
sent firm customer demand or use. 
Furthermore, they may vary season- 
ally, and for other reasons which are 
incompatible with economic produc- 
tion schedules. 

Accordingly, in most industries, 
particularly in the consumer goods 
field, it is necessary to set up a mech- 
anism which will link actual sales 
flow to plant and field inventory 
changes and these, in turn, to current 
production schedules in a continuous 
program of adjustment. These ad- 
justments must be measurable against 
the short-term corporate program and 
provide sufficient data for manage- 
ment analysis. 

From a practical standpoint, this is 
probably the most difficult procedure 
in corporate programming and can in- 
volve a very extensive and complicat- 
ed system. Techniques must be de- 
signed to fit the company; indeed, 
generalization is dangerous because 
geographical extent of the market, 
the variety of products and the degree 
of supply protection will all affect the 
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type of system required. This is ba- 
sically a problem of communications, 
the objective being to provide current 
and accurate information to the ap- 
propriate level of management which 
is charged with the responsibility of 
taking action. 


Financial Planning 


In all the foregoing, the procedures 
primarily relate to operating manage- 
ment, although it is obvious that the 
financial program is involved and af- 
fected at every step. However, there 
are some differences. The current op- 
erating decisions are made within the 
framework of the short-term operat- 
ing program, but sales and produc- 
tion management are, and correctly 
sO, more concerned with longer cycles 
with respect to equipment utilization, 
replacement and/or expansion. On 
the other hand, those charged with fi- 
nancial planning are concerned not 
only with the company’s operation 
and its results, but with outside con- 
ditions governing money availability. 
In this sense, short-term considera- 
tions are of more immediate concern, 
and financial management is devoted 
chiefly to this within the longer-term 
outlook for new capital needs and 
capital structure. 


Accordingly, financial planning, in 
the short term, is essentially one of 
managing working capital to ensure 
that the available liquid resources of 
the company move through the cycle 
from purchases to sales and collec- 
tions with the least delay and with 
the most effective use at all times. 
This involves the employment of 
short-term capital in every sense from 
inventory changes to purchasing of 
commercial paper. 


The longer-term problem is one of 
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tailoring the capital structure to meet 
the changing requirements of the 
company, as its business expands or 
takes on new geographical shape. A 
primary consideration is to preserve 
financial flexibility, which will per- 
mit utilizing available sources of cap- 
ital, in the most effective way, with- 
out endangering the company’s free- 
dom of action and choice in regard 
to ultimate permanent-type financing. 
In any event, a basic prerequisite is 
an estimate of the cash flow through 


contemplated by sales and production 
programs. 

Since this is a changing picture, 
there must be a semi-continuous recon- 
ciliation of cash revenues against cash 
requirements, both for operating and 
capital purposes. The cash flow 
system may have seasonal or cyclical 
variations but, with allowance for 
these factors, it forms a basis or pat- 
tern for estimating a longer term 
ahead, in order to take advantage of 
the most favourable conditions for 


the company under the conditions major financing operations. 


Complexity of Auditor’s Opinion 


The independent auditor's opinion is complex not only because he has 
a large number of subsidiary judgments to make, but because the subsidiary 
propositions to which these judgments relate vary in nature, in significance, 
and in complexity. Some of them are almost completely quantitative, such as 
the amount of cash. Others are qualitative — for example, the disclosure 
or non-disclosure of a contingency. A great many, such as determining the 
appropriateness of the amount of inventory or receivables, have both quanti- 
tative and qualitative aspects. These propositions include both an amount 
and implications as to usefulness or collectibility, either of which may be 
crucial in influencing judgments as to the acceptability of the proposition. 
The variability of these propositions with respect to significance is the ever- 
present problem of materiality, and it is easy to see that some are much 
more important than others. Thus, it is never just a matter of the number 
of propositions judged acceptable or unacceptable. Propositions must be 
evaluated as to materiality as well as acceptability. 

We can readily agree, also, that some are more complex than others. 
The assertion as to the amount of notes payable is generally much simpler 
than the assertion as to the amount of surplus or federal income tax payable. 
These latter rely upon many other propositions, some of which themselves 
may be of substantial complexity. 

Thus, in forming his professional opinion on financial statements, an in- 
dependent auditor must somehow deal with a substantial number of widely 
varying propositions. He must make countless subsidiary judgments; then he 
must evaluate these, balancing one against another, if necessary; finally he 
forms an overall or composite opinion based on all his preliminary judg- 
ments. 


—R. K. Mautz, “Evidence, Judgment, and the Auditor’s 
Opinion”, The Journal of Accountancy, April 1959. 
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Contrasts in United Kingdom 
and Canadian Annual Reports 


Company LAw in Britain and Canada 
is very similar; however, some in- 
teresting differences are reflected in 
the annual reports of public and 
private companies in both countries. 
Concerning these differences, the 
Companies Acts referred to are: (1) 
The British 1948 Act, (2) The Com- 
panies Act (Canada), 1934, and (3) 
The Ontario Corporations Act 1953. 
The latter has been chosen because it 
is the most modern of the provincial 
Companies Acts and therefore closest 
in content to the British one; it is in- 
cidentally almost 25 years since the 
Companies Act became law, and some 
of the other provincial Acts are even 
older. 


Balance Sheet 


Under the eighth schedule of the 
British Act it is stated that definite 
main heading classifications must be 
used on the balance sheet. 

The Cohen Committee was set up 
to overhaul the old British 1929 Com- 
panies Act; its recommendations were 
largely incorporated in the 1948 Act 
which superseded the 1929 Act. It 
further recommended that certain 
items should likewise be included 
under the main heading classifications 
to conform to good current practice. 


STANLEY A. SENN, C.A. 


For example, current assets include 
the customary items, namely, cash, 
receivables, and inventories, and in 
additicn are shown prepaid expenses 
and deferred charges. The two latter 
items are generally considered to be 
current. In Canada, there is a division 
of opinion, and they are frequently 
shown under a separate classification. 
Consequently, in the United Kingdom 
there is perhaps more uniformity and 
consistency in balance sheet report- 
ing, because the usual items included 
therein are classified in a predeter- 
mined fixed position. In Canada, un- 
der the various Companies Acts, there 
are definite items that have to be 
shown separately, but there is no pro- 
vision for balance sheet classification, 
although good accounting practice de- 
mands a similar approach. 

It is interesting to note that in the 
British balance sheet, the liabilities 
are shown on the left side and the 
assets on the right; also the items com- 
prising each side are in reverse order 
to the Canadian presentation. The 
origins of the “reverse side” British 
balance sheet are lost in the mists of 
time, but opinion has it that it was 
produced as a balancing document to 
all the ledger balances. British com- 
panies have recently shown a marked 
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tendency to depart from the tradi- 
tional balance sheet to one presented 
in running statement form. 

For the future, when presentation 
and content of annual financial state- 
ments may be more uniform on a 
world-wide basis, it is quite probable 
that a narrative statement of financial 
position will be the accepted practice. 


Reserves and Provisions 

Under the British Act, reserves and 
provisions are separated; the latter is 
either shown under its own separate 
classification or included under cur- 
rent liabilities. This is because the 
difference between a reserve and a 
provision is defined as follows: 

A provision is an amount written 
off or retained by way of providing 
for depreciation, renewals or diminu- 
tion in value of assets, or retained by 
way of providing for any known 
liability of which the amount cannot 
be determined with substantial accur- 
acy. Examples of this definition used 
in current British practice are: 

1. Provision for doubtful debts. 

2. Provision for depreciation of 
fixed assets. 

8. Provision for current income tax. 

A reserve shall not include any 
amount written off or retained by way 
of providing for depreciation, renew- 
als or diminution in value of assets or 
retained by way of providing for any 
known liability. 

Examples of this definition used in 
current British practice are: 

1. Reserve for contingencies. 

2. General reserve. 

8. Reserve for replacement of fixed 
assets. (Over cost of present as- 
sets in use. Virtually, excess de- 
preciation. ) 

In Canada until the last few years, 

the term “reserve” was used in a 


number of widely different senses 
for any amount set aside out of profit; 
this led to misunderstanding of this 
item in the financial statements. The 
Committee on Accounting and Audit- 
ing Research of the Canadian Institute 
of Chartered Accountants recognized 
the seriousness of the situation, and 
consequently issued Bulletin No. 9 in 
January 1953 which included their 
recommendations for clarification. 
These were included in the Ontario 
Act, but there is no definite directive 
supporting the bulletin in any of the 
other Canadian Companies Acts. 


Profit and Loss Statement 

Under both the British and Cana- 
dian Acts, it is only necessary to show 
the operating profit as the commenc- 
ing figure in the income statement. 
This precludes showing sales, cost of 
sales and various operating expenses 
in a published report; British com- 
panies frequently take advantage of 
this provision because it prevents 
competitors obtaining this useful data. 
In Canada, to promote more general 
acceptance of disclosing the above 
items, the Committee on Accounting 
and Auditing Research of the Can- 
adian Institute of Chartered Account- 
ants, suggested first in Bulletin No. 
1, and more recently in Bulletin No. 
14, that accountants in Canada 
“should encourage such disclosures 
in financial statements”. 

In the British Act, there is the re- 
quirement that income from invest- 
ments be split between (1) trade in- 
vestments, (2) subsidiary companies 
and (8) other investment income. 
Under the Ontario Act the split is be- 
tween (1) subsidiary companies 
which are not consolidated, (2) affili- 
ated companies other than subsidi- 
aries, and (3) other investment in- 
come. Under the Companies Act 
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(Canada) no split is required and it 
falls short of good accounting prac- 
tice on this score. As regards di- 
rectors’ remuneration, the British Act 
requires the following to be shown 
separately: (1) fees, (2) salaries, 
(3) pensions, (4) other emoluments. 
This provides shareholders with a 
complete picture of the benefits ac- 
corded the directors managing the 
business. Both the Ontario Act and 
the Companies Act (Canada) require 
the inclusion of the aforementioned 
items, but only in toto. However, the 
Ontario Act requires only the total re- 
muneration paid to directors in their 
capacity as members of the board of 
directors to be included. A further 
difference arises re the auditor’s re- 
muneration. If it has not been fixed 
by the shareholders in general meet- 
ing, the British Act calls for separate 
disclosure in the income statement; 
there is no such requirement in any 
of the Canadian Acts. 


An interesting item included in the 
British 1948 Act was the requirement 
that the profit and loss account dis- 
close the aggregate amount of the 
dividends paid and proposed. This 
latter item was an entirely new fea- 
ture calling for the profit and loss 
statement, and consequently the bal- 
ance sheet, to show a dividend which 
might never in theory be declared. 
It is believed that this innovation 
materialized because in the United 
Kingdom, (except where specifically 
provided that the directors may de- 
clare a dividend), the articles (by- 
laws) of a company generally em- 
power it to declare a dividend in gen- 
eral meeting. The power is usually 
subject to a proposal of recommenda- 
tion by the directors that a dividend 
be declared. Thus, the dividend 
would not be declared until the an- 


nual meeting, when the company’s 
annual financial statements are pre- 
sented for approval, with the result 
that dividends proposed are included 
in the company’s annual financial 
statements prior to declaration. 


Consolidated Statements 

In Britain, the presentation of con- 
solidated statements is supplementary 
to the regular annual report, with the 
result that under the British Act every 
holding company is required to sub- 
mit both group accounts and uncon- 
solidated statements. In Canada con- 
solidated statements are gradually re- 
placing. unconsolidated statements as 
the prime method of financial re- 
porting. An ever increasing number of 
parent companies are adopting the 
practice of preparing their annual 
financial reports on a consolidated 
basis and including only these state- 
ments in their published annual re- 
ports. 

While consolidated accounts are 
necessary for providing an overall pic- 
ture of the operations of a group of 
companies, they have certain limita- 
tions. Shareholders are unable to dis- 
cern the progress of the parent com- 
pany, the group accounts may show a 
profit, when in fact, the parent com- 
pany made a loss. Neither is it pos- 
sible to distinguish the assets and 
liabilities of the parent company from 
the rest of the group. This fails to 
show what bondholders and creditors 
are primarily interested in, namely, 
the parent company’s _ liabilities. 
Therefore, consolidated accounts by 
themselves can present a distorted 
picture. The directors’ report should 
present all the facts concisely but they 
sometimes neglect to do this. In 
Canada, presentation of only the con- 
solidated statements in the annual 
financial report of a parent company 
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and its subsidiaries could be supple- 
mented by the statements of the 


parent company. 


Comparative Figures 

Under the British Act it is com- 
pulsory to show comparative figures 
on all financial statements of public 
and private companies. This is an ad- 
vantage which facilitates comparison 
of the current year’s figures with 
those of the preceding year, to deter- 
mine the progress of a company with- 
out having to rely on summarizations 
of the year’s results made in the di- 
rector’s report. However, it could be 
that business conditions in one year 
are totally dissimilar to the preceding 
year; such an incidence should be 
noted in the directors’ report. Can- 
adian companies are not compelled to 
show comparative figures in their an- 
nual reports, and hence the practice is 
less frequent but is increasing each 
year; if their inclusion were to become 
compulsory, it would result in a more 
comprehensive disclosure of informa- 
tion to the shareholders, which should 
be the aim of every progressive com- 
pany. 

Under the ninth schedule of the 
British Act which includes matters 
to be expressly stated in the auditor’s 
report, there is the requirement that 
the auditor report whether in his 
opinion proper books of account have 
been kept by the company so far as 
appears from his examination of these 
books. This caused considerable com- 
ments among accountants in Britain; 
for the first time the company’s aud- 
itor had to decide whether proper 
books of account had been kept by 
the company. The Ontario Act has a 
similar requirement, but there is no 
such provision in the Companies Act 


(Canada). 
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Directors’ Retirement 

There is a provision in the British 
Act which requires that when a di- 
rector of a company reaches the age 
of 70, he must retire at the conclusion 
of the next annual general meeting; 
he may remain in office only if the 
company at that time votes by major- 
ity for him to continue. Notice of 
such a situation must be shown sep- 
arately on the agenda of the com- 
pany to be discussed at the general 
meeting, and is usually commented on 
in the directors’ report. Thereafter, at 
the next annual general meeting the 
same procedure must follow until the 
director is eventually retired. This 
puts the responsibility of determining 
the fitness for holding office upon the 
shareholders. When an older director 
is retired in the above manner, youth, 
vigour and new ideas are introduced 
on to a board, and there is little 
chance of age hindering progress. The 
Canadian shareholder is not allowed 
this privilege, as there is no similar 
provision in any of the Companies 
Acts. 


Consolidation of Acts in Canada 

If all the provincial Companies Acts 
were eliminated as such, with their 
most salient features incorporated into 
a new Canadian Companies Act, then 
it would seem that company admin- 
istration would be both simplified and 
unified. The new Act would super- 
sede the existing 1934 Act and be 
used throughout Canada. All pres- 
ent companies could then be ad- 
ministered, and future companies 
incorporated, under the same Act. 
Such a consolidation is not possible 
under the present constitutional sys- 
tem, but each provincial Act could 
be repealed and the new Canadian 
Companies Act substituted as a new 





vr! 


= VW VS MM OC © 


- 


\w@ Ne eet 


wees sle 


CONTRASTS IN U.K. AND CANADIAN ANNUAL REPORTS 509 


provincial Act by each province. Then 
the Canadian and all provincial Acts 
would be similar in content. A fed- 
eral-provincial committee has met to 
consider the problem of uniform 
Companies Acts. In the United King- 
dom, which consists of three separate 
countries, (England and Wales are 
one legal entity), there is only one 
Companies Act, under which all com- 
panies are effectively administered. 
Admittedly, the act is quite volumin- 
ous by Canadian standards, but uni- 
formity is established in incorporation 
and administration procedure. 


Annual Report Presentation 
Canadian presentation of the annual 
report is markedly superior to the 
average presentation in the United 
Kingdom. The difference is quite 
striking; more general material and 
information is included; and the result 
is an easily understandable and high- 
ly readable document, which is much 
more attractive to the shareholder. 
The average British counterpart ap- 


pears drab, dry, and uninteresting in 
contrast, and is primarily financial in 
content. There is little attempt made 
to arrest the shareholders’ interest by 
presenting any additional data. How- 
ever, in the last few years the larger 
corporations have shown quite an im- 
provement in this respect with the in- 
stitution of annual awards for the best 
presentation. Perhaps increased com- 
petition will result in a more favour- 
able comparison for the future. 


Conclusion 

The annual financial report of a 
company should include the maximum 
of pertinent information for the bene- 
fit of the shareholders. It is therefore 
reassuring to see that today the tend- 
ency is towards this goal, and is un- 
doubtedly encouraged by the Com- 
panies Acts. It is possible that in 
the near future a universal form of 
annual financial reporting will be 
adopted which, allied with quarterly 
statement presentation, will put the 
annual report in an utopian category. 


Technical Jargon 


A perfect illustration of the dangers of professional jargon occurred in 
1947 at a meeting called to consider the winding up of a public company 
which by its nature attracted a large number of women shareholders, some 
of them elderly. The chairman came to the principal item on the agenda and 
put the proposition to the meeting, and from the immediate reaction it seemed 
certain that the resolution would be carried almost unanimously. However, 
the chairman was asked to clarify the motion so that all would understand 
clearly what they were doing. He explained that the notice convening the 
meeting set out the situation clearly which was that the company was to be 
“wound up”. Before he could proceed further a dear old lady in the front 
row rose to her feet, put her hand in the air and said, “Yes, yes, wind it up 
and make it go.” The resolution was lost and the company carried on. 

— E. Stanley Owens, F.A.S.A. to the May 1958 convention 
of the Australian Society of Accountants 





The Budget: Looking 


THE ART OF ACCOUNTING developed 
largely out of an attempt to record 
past events, and perhaps this explains 
why it is only in comparatively recent 
years that the accountant has ever 
looked anywhere but over his 
shoulder. Even today, only a relative- 
ly small number of accountants con- 
cern themselves with what is going to 
happen tomorrow and the effect that 
tomorrow's events will have. This is 
unfortunate; accountants are accused 
by non-accountants of being mere 
“scorekeepers”, yet they neglect the 
budgeting technique and miss the op- 
portunity not only to look forward 
in an organized and methodical man- 
ner, but also to measure future per- 
formance against standards which 
take into account many factors not 
applicable to previous periods. 


The meaning of budgeting has ex- 
panded so quickly in the post-war era 
that some dictionaries have been un- 
able to keep up with it. One diction- 
ary defines its simply as “the amount 
of money which can be spent”, ignor- 
ing completely the planning of in- 
come which is so much a part of 
modern budgeting. In brief, the pres- 
ent day concept of budgeting simply 
means that a company should decide 
where it wants to go, should period- 





ically evaluate its progress and, if not 
satisfied, should do something about 
it. This method of management con- 
trol presupposes the establishment of 
standards and aims at fixing responsi- 
bility for performance. It differs ma- 
terially from the older concept of com- 
paring actual results for different time 
periods. 


Preliminary Requirements 

A successful budget requires a solid 
foundation, and there is no point in 
starting unless this foundation is laid. 
First of all, the general manager must 
be convinced of the need for a budget 
and prepared to enlist the support of 
the other senior officials of the com- 
pany. When a budget begins, it will 
reach down and affect all the key 
people in a company; hence their co- 
operation is essential. Many budgets 
have died at birth because the con- 
troller neglected this. He assumed 
that budgeting was essentially an ac- 
counting function and failed to get the 
support of his general manager. 

A second preliminary to good bud- 
geting is a logically arranged company 
organization and a clear definition of 
responsibilities. Budgeting not only 
implies a thoughtful and detailed look 
into the future but also means that 
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differences between budget and actual 
will be looked into and evaluated, and 
that action will be taken on them. To 
make this possible, a clear definition 
of duties is essential, and so is a clear- 
cut line of authority. 


A final requirement is that the ac- 
counting department of the company 
should be in a position to withstand 
the extra demands which budgets will 
impose. Sometimes interim financial 
statements are not reliable, and this 
problem must be faced when budget- 
ing is being considered. Even when 
the information is reliable, it may not 
be produced in a form which is suit- 
able for budget purposes. Since bud- 
geting involves the assigning of re- 
sponsibility for performance to specific 
individuals, the accounting system 
must be capable of analyzing results 
accordingly. For example, this usually 
means that expenses which are an- 
alyzed according to their nature, 
such as wages or rent, must again be 
subdivided by the person responsible 
for incurring them. 

Staffing and equipment require- 
ments of the accounting department 
should also be evaluated. If an ac- 
counting department is already late in 
producing reports or is chronically 
pressed for time, it must solve this 
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problem first before the extra work of 
budgets can be considered. 


Once these conditions have been 
met, however, it is time to implement 
budgeting. 


Review of Present Position and 
Future Objectives 

Before getting into the necessary 
detail of budgeting, time should be 
taken to assess the position of the 
company in relation to its competitors, 
and to do some thinking about where 
the company should be going. Strictly 
speaking, this is not budgeting but 
planning, and it will not be discussed 
in detail here. However, it is so much 
a part of the same package that it 
should be mentioned. Technological 
and other changes are making a great 
impact, and one has only to look at 
the military aircraft industry to realize 
that the man who is thinking about 
what his company might be manufac- 
turing five years hence could easily 
turn out to be the one making the 
most important contribution to the 
whole organization. 

After a good look at the company’s 
present position and some deliberate 
thinking about its future direction, the 
next step is to plan the sales budget. 
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The Sales Budget 

No accountant should fool himself 
by thinking that he is the kingpin in 
the preparation of the sales budget, 
because he is not. The sales budget is 
the end result of an examination by 
the firm’s marketing group of the 
kinds and amounts of goods that the 
company can be expected to sell after 
taking into consideration market de- 
mands, past performance, profitability 
of different products and plant capac- 
ity. 

Nevertheless, because the sales bud- 
get is so vital to the whole operation, 
the accountant should know some- 
thing about it and, most important, he 
should have a fair idea when someone 
else is talking nonsense about it. In 
other words, the accountant should 
know what his next move is when 
someone says “Our business is fairly 
steady, and we pretty well know from 
month to month what our sales 
volume will be”, or “Anyone really 
familiar with our business wouldn't 
try to make us guess what were 
going to sell next year”. 


The flaw in the statements just 
quoted is that they miss one of the 
most important points about sales 
budgeting and they distort another. 
They ignore the fact that one of the 
most important contributions of sales 
budgeting is that it forms the basis for 
a coherent and detailed examination 
of the company’s sales program. This 
in itself is enough to make the prep- 
aration of most sales budgets worth- 
while. Such statements also distort 
the importance of accuracy in predict- 
ing what anticipated sales results will 
be. While accurate forecasts are de- 
sirable, sales budgeting is not in the 
nature of a guessing game, and devia- 
tions that develop between actual and 
budgeted results are nothing to be 


ashamed of if the reasons for the im- 
portant variances can be established. 
Searching out the reasons for vari- 
ances not only aids in the prepara- 
tion of a better budget next time but 
may reveal facts and trends that other- 
wise would have gone unnoticed if no 
budget had been prepared. 


In addition to knowing when some- 
one else is not talking sense about 
sales budgeting, an accountant also 
should be wary of typical pitfalls. A 
few are described below. 


Sales budgets should not be prepared 
by the accounting department 

Sometimes, the accounting depart- 
ment staff make the mistake of prepar- 
ing the sales budget themselves. They 
may not trust the sales manager to 
prepare a realistic budget, or the sales 
manager may be uncooperative, feel- 
ing that he should be out seeing cus- 
tomers rather than back at the office 
doing “paperwork”. 

While the accounting department 
does have a role to vlay in the prep- 
aration of the sales budget, it should 
be confined to those activities which 
it is better able to do than the sales 
department. These would include the 
preparation of basic historical in- 
formation, such as an analysis of sales 
by-product-by-month, or sales by- 
territory-by-salesmen. 


The accounting grouv should not 
do any actual sales forecasting. The 
forecast is not a mere projection of 
past results into the future; it is an 
evaluation of the anticipated results 
of carrying out a deliberate merchan- 
dising and selling policy. 

For example, the case can be cited 
of a housebuilder whose sales had 
been climbing comfortably for several 
years. If a graph of these sales had 
been drawn and the graph extended 
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forward, it would have indicated, of 
course, even higher sales for the year 
to come. However, this builder had 
been analyzing the basic reasons why 
people had bought his kind of house, 
and he had developed the concepts 
of “potential demand” and “effective 
demand”. The houses he sold were 
NHA homes in suburbia, and people 
bought them because they were under 
pressure to purchase larger places to 
keep pace with the increasing size of 
their families. He referred to this 
pressure as “potential demand”, and 
he knew it was falling because reports 
from the Dominion Bureau of Sta- 
tistics told him that net family forma- 
tion was starting to decrease. “Effect- 
ive demand” was the potential house 
buyers’ ability to actually lay down 
the cash and buy the house. He knew 
that this was tapering off because of 
two items of information: available 
figures indicated that the number of 
unsold houses was rising, and his con- 
tacts in the second mortgage market 
indicated that an increasing number 
of new house purchasers were unable 
to meet the down-payment require- 
ments and had to resort to second 
mortgages. 


This builder concluded that the 
buoyancy had gone out of the housing 
market; he left it completely, and has 
not built another house. The year 
after he stopped building houses, a 
number of other builders wished they 
had done the same. 


A forecast of total monthly 
sales is not enough 

It is not uncommon to find a sales 
budget which consists merely of the 
expected total sales broken down by 
months. One cannot help feeling that 
this kind of budget was prepared 
some evening in a haze of cigarette 
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smoke by a couple of people who sat 
down with last year’s sales figures and 
a feeling that in the coming year the 
sales ought to be increased by a cer- 
tain percentage. 


Of course, this sort of budget is 
useless, and the perpetrators of it 
would have done everyone a kindness 
by going home instead of working late 
at the office. Such a forecast is useless 
for several reasons: it is not a useful 
guide to the factory staff who want to 
do some planning of production, and 
purchase equipment and material for 
the following year; it indicates that 
the sales group have not been de- 
veloping a sales program which will 
be putting stress on the high-profit 
lines; most serious of all, it shows that 
the sales department is not doing an 
adequate job of sales planning for the 
coming year. Sales planning should 
get down to the individual product 
line and a reasonably small geograph- 
ical area if it is going to be done seri- 
ously. The sales budget should be 
the end result of asking such questions 
as “What went wrong with the pro- 
duct in this area last year?” “What 
have we done to correct the situa- 
tion?” “When, and how strongly, will 
corrective action make itself felt?” 


Follow-up must be done carefully 

Poor follow-up of significant vari- 
ances between budgeted and actual 
results is often a symptom that the 
people preparing the budget are going 
through the motions to keep their 
bank, one of their directors, or some 
other important person happy. Or it 
may mean that they have started bud- 
geting because they hear it is fashion- 
able, and do not really understand its 
significance. 


Poor follow-up is the inevitable re- 
sult of preparing a poor budget in the 
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first place. In a typical case, the sales 
budget was prepared by the controller 
because everyone else claimed to be 
too busy. The controller sat down 
and prepared a “budget” on the basis 
of what he thought sales would have 
to be if the company was going to 
make a profit in the following year. 
He therefore came up with a “target” 
budget rather than an “expected per- 
formance” budget. When the actual 
sales figures became available, it was 
apparent that large variances were de- 
veloping between the actual and bud- 
geted results. However, no effective 
investigation of the reasons for these 
differences could be made because the 
sales budget had not been based on 
anything tangible to start with. 


Illustration of Good Sales Budgeting 

Before leaving the subject of sales 
budgeting, it might be worthwhile de- 
scribing how one rubber company 
prepares its annual budget for re- 
placement tire sales. 

This company starts by getting 
an idea of the total market demand 
for replacement tires in each geo- 
graphical area. It does so by estab- 
lishing automobile registrations by 
type of car in each geographical area. 
With this information it is relatively 
easy to establish how many original 
tires of each size are in use, and how 
old they are. Experience has taught 
it how long a tire can be expected to 
last, and with this information it can 
produce an estimate of the total ex- 
pected demand for each size of tire. 

Having established the total size of 
the market available, the company 
then determines the percentage of the 
market it expects to get. To do this it 
tries to evaluate the effect of new 
dealerships; new marketing techniques 
being tried in a given area, e.g. com- 
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pany-owned outlets; changes in cus- 
tomer acceptance of their brands in 
the area and what the competition is 
doing. 

Its next problem is to decide when 
it is going to sell its product. It has 
daily sales reports from prior years 
to use as a guide, and will also try 
to evaluate the effect of, say, the first 
expected snowstorm with the resulting 
jump in sales of snow tires. 

This budget then forms the basis of 
factory production plans for the com- 
ing year and, of course, is one of the 
main foundations for the other bud- 
gets. 


The Expense Budget 

The expense budget is one of the 
essential controls over the dollars to 
be spent on non-capital items in the 
coming period. It is the one which ac- 
countants usually think of when the 
term “budget” is mentioned. Some of 
the more important things to be kept 
in mind when preparing a budget of 
this sort are outlined below. 


Establish standards for the proper 
level of expense 

When deciding how large an ex- 
pense category should be, the natural 
thing to do is to look back to last 
year to see how large it was then. 
This can be a useful approach, but it 
is not as good as a close examination 
of the nature of the expense as a 
means of determining what a reason- 
able level of expenditure should be. 

This can be illustrated by describ- 
ing a problem faced by a company 
which had a large office building with 
rooms which had to be repainted peri- 
odically. The company calculated the 
area to be painted in each room, de- 
cided how often a room should be 
painted, how fast a man should be 
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able to paint, and produced an es- 
timate of the number of full time 
painters it would need to do the job. 
This not only allowed the work to be 
planned more carefully, but also gave 
a good insight into what the level of 
annual painting costs should be. 


Break down expenses according to the 
people responsible for them 

If individual employees are going 
to be held accountable for the ex- 
penses connected with the functions 
controlled by them, the accounting 
system must be capable of supplying 
expense information analyzed accord- 
ing to those individuals who control 
such expense. Expenses are tradition- 
ally analyzed according to their nature 
(e.g. telephone, salaries), and the 
need to provide expense information 
by individuals who incur them may 
be one of the chief “mechanical” prob- 
lems to be faced when the budget is 
introduced. 


Key employees should be told regu- 
larly, by means of budget reports, 
what their performance has been in 
relation to their budget. However, 
they should not be confused or dis- 
mayed by being told about those ex- 
penses of their department over which 
they have no control. For instance, 
it is not uncommon to find that 
charges for general administrative 
overhead are included in a depart- 
mental budget. The department head 
can usually do little to control this ex- 
pense, and when that is the case, it is 
preferable to leave it off his budget 
entirely. 


A company installing a budget should 
establish what the largest expenses 
are, and concentrate on controlling 
these first 

A study was made recently of the 


expense budget of a company where 
the biggest expenses by far were sal- 
aries and wages. Very wisely, this is 
where it had concentrated its atten- 
tion, splitting salary and wage costs 
down among the supervisory staff ac- 
cording to those people they control- 
led. However, it had not set stand- 
ards, and at this point was merely tell- 
ing all the supervisory staff to cut their 
wage costs by a given percentage. 
This approach worked as long as there 
were excess staff to be eliminated, but 
the time would soon come — and it 
realized this itself — when arbi- 
trary percentage cuts would do a great 
deal of damage. At that point it 
would have to think in terms of evalu- 
ating clerical work load on a more 
precise basis. 


The Cash Budget 

This budget is probably the one 
most appreciated by the small client. 
Despite all the educational work of 
accountants, many small businessmen 
still think largely in terms of cash in- 
flow and outflow, hence the cash 
budget is the one closest to their 
hearts. Unfortunately, an accurate 
cash budget must rely on other bud- 
gets such as the sales, expense and 
capital equipment budgets, and can- 
not be reliably prepared without 
them. 

It is remarkable how long even 
medium-sized companies can ignore 
the need for a cash budget. An illus- 
tration of this is the company which 
was given a loan limit by its bank of 
$200,000. At the same time, the bank 
indicated that henceforth a cash bud- 
get should be prepared, and that it 
would like a copy. For the first time, 
the company officials sat down and 
prepared a rough cash budget which 
indicated to them that their maximum 
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loan requirements for the year were 
going to be $250,000, not the $200,00 
they had been limited to. Thanks to 
the bank, they had been forced into 
looking at their short-range financial 
future; without this prodding they 
would probably have been unaware of 
their plight until they fell into it. This 
case is probably not unusual; un- 
doubtedly many other companies will 
find themselves in this position in the 
future. It is to be hoped that someone 
prods them into cash budgeting before 
this happens. 


The Follow-Up 

Good follow-up is vital to good bud- 
geting, since the budgeting process 
consists essentially of planning the 
performance expected, recording the 
results, and comparing the actual re- 
sults with the planned results and 
evaluating the reasons for variances. 
There are two essential points to good 
follow-up. The first is the awareness 
that favourable variances are equally 
as important as unfavourable ones 
since they might indicate new favour- 
able conditions which should be ex- 
ploited. Secondly, it is important to 
make sure that explanations are pro- 
vided for all important variances, and 
that these explanations make good 
sense. For instance, an explanation 
of an unfavourable salary variance 
should not be “salary expense is up 


because we hired more people and 
raised some salaries”, but “salary ex- 
pense is up because we hired a third 
plant guard in order to put plant pro- 
tection on a 24-hour basis”. 

Some of the questions which might 
be asked in a good follow-up are: 
Where were we wrong? Why were 
we wrong? What are we going to do 
about it? What effect will this have on 
budgets of future periods? The last 
question is important because it will 
provide some of the material for peri- 
odic budget review. At this periodic 
review, which should be held at least 
quarterly, the budget should be 
amended and extended in the light of 
known conditions. This will mean that 
budgets are not tied to the company’s 
fiscal year, but are continually being 
extended forward. 


Conclusion 

By now the impression has prob- 
ably been given that budgeting is a 
difficult task. This is true. It is a way 
of managing a business, not a set of 
special financial statements which are 
dashed off annually in a couple of 
evenings. However, it is worthwhile 
hard work leading to a more organ- 
ized approach to the conduct of the 
business. In this era of rapid change, 
it is an approach which many com- 
panies are finding they cannot do 
without. 








Long-Range Planning for 
Railway Revenue Accounting 





IN ANY BUSINESS, sales data is of prime 
importance. Senior executives need 
to know promptly not only what gross 
sales have been but what has been 
sold and who has bought it. This is 
of particular importance in the rail- 
way industry at this moment in its 
history. The large overall amounts, 
numerous customers, massive detail 
and widespread geographical organ- 
ization make railway revenue account- 
ing systems designed to produce such 
data difficult to coordinate and con- 
trol. These same conditions make 
complex integrated and_ electronic 
data processing systems very attrac- 
tive. As a result, a revolution requir- 
ing long-range planning is taking 
place in railway revenue accounting. 
If one is to have an appreciation of 
the size and scope of the problems in- 
volved in the Canadian National Rail- 
ways, it is necessary to keep a few 
statistics in mind. Some of the more 
important for the year 1957 are: 
1. Miles of main track 
2. Railway equipment: 


25,767 


Locomotives 2,910 
Freight equipment 121,002 
Passenger equipment 3,572 
3. Train miles . 68,133,477 
4. Freight traffic: 
Tons carried ... 88,880,881 
Ton miles revenue 
RIE a che teas 36,673,910,825 
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Revenue per ton mile $0.01601 
Number of waybills: 
Carload ..... 2,049,000 
Less-than-carload 4,070,000 

Total 6,119,000 
5. Number of agents through 


whom revenue is reported 2.150 


The C.N.R.’s operating revenues for 
the year 1957 were: 


Freight services . .$604,932,271 
Passenger services 58,035,602 
Express 42,926,608 
Communications 20,750,060 
All other 26,521,423 


$753,165,964 


Total operating revenues 


Main Characteristics 
The main characteristics of the 

C.N.R. from a revenue accounting 

point of view are: 

1. It is a very large business. 

2. Its business is an accumulation of 
many transactions at a low revenue 
per unit. 

8. It does its business with the public 
through a very large number of 
branches (agents) spread over a 
wide geographical area. 


4. Like other railways it is subject to 


much public regulation. 
. It works through a complicated 
tariff structure. 
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6. Its most important source of 
revenue is the freight service. 


Freight: Biggest Source of Revenue 

The C.N.R.’s passenger, express and 
communication services are important 
and large enough in volume of both 
transactions and total revenue to jus- 
tify the concern and study which is 
lavished on them. However, the fact 
remains that freight is the big busi- 
ness. It is therefore intended in this 
article to deal only with some of the 
problems peculiar to freight revenue 
accounting. 

The freight waybill is many things 
to many people. In the early stages of 
its life, it is used to make up and 
move trains. It is necessary, therefore, 
that either a copy of it or the informa- 
tion which it contains reach the yard 
office at the earliest possible moment. 
In addition, it provides the informa- 
tion necessary to: 

a) get the freight to its destination, 
during which time it is of interest 
to the freight train conductor and 
to the forwarding and receiving 
agents; 
record the whereabouts of every 
unit of freight rolling stock, that 
is, for car accounting and car trac- 
ing purposes; 
collect the amounts due from rail- 
way customers, or due to or from 
other railroads; 
d) provide the multitude of statistics 
required for administrative pur- 
poses and by regulatory bodies. 
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In essence the waybill is both a 
work order and an invoice. 

The Canadian National Railways 
handled 6,119,000 waybills in 1957, 
divided as shown below. 


Decentralized and Centralized 
Accounting 

Revenue freight accounting is done 
in two main areas: in the first place 
through some 2,150 individual agents 
and, in the second, in the revenue ac- 
counting department located in Mont- 
real. From a revenue accounting 
point of view, all but about 100 of the 
agents are responsible for receiving 
and delivering the freight, preparing 
waybills and freight bills, collecting 
amounts due from railway customers, 
disposing of their surplus funds to 
bankers as directed, preparing month- 
ly accounts of all their transactions 
and submitting these accounts to the 
revenue accounting department in 

Montreal. 

The revenue accounting department 
in its turn does the following: 

1. For the 100 largest stations, pre- 

pares a monthly account of all 

transactions for the agent. 

Consolidates all agents’ monthly 

accounts to prepare Canadian 

lines’ revenues. 

3. Audits waybills reported by des- 
tination agents against report of 
waybills issued by agents at points 
of origin. 

4. Verifies rates and the mathematical 
accuracy of waybills. 
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C.N.R. WAYBILLS, 1957 


Total Average 

Number Value Value 

Carload . 2,049,000 $550,275,284 $268.56 
Less-than-carload 4,070,000 36,998,232 9.09 
Total .. . 6,119,000 $587,273,516 $ 95.98 
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5. Apportions revenue on shipments 
received from other railways be- 
tween originating, intermediate 
and destination roads. 

6. Determines that correct proportion 
of revenue is received by C.N.R. 
for all freight forwarded to other 
railroads. 
Investigates and settles over- 
charges and under-charges on all 
freight transactions as a result of 
the audit procedures and of com- 
plaints from customers and other 
roads. 


aq 


Hand Operations 


At the agent level, practically all 
freight accounting has been a manual 
operation. At a few of the larger sta- 
tions the agent has used convention- 
al posting machines, but little else in 
the way of modern accounting equip- 
ment. 


This has also been the case, speak- 
ing very generally, in the revenue ac- 
counting department in Montreal, al- 
though the monthly accounts for the 
100 largest stations and certain statis- 
tical reports have been prepared 
through the use of punch card 
equipment. The only office machines 
in extensive use, however, have been 
the lowly typewriter and the man- 
ually operated calculating machine. 

In recent years, however, this situ- 
ation in the revenue accounting de- 
partment has been changing. In the 
near future, changes will also. take 
place at the agent level as integrated 
and electronic data processing con- 
cepts are evolved. 

The introduction of modern systems 
using complex electronic machines 
will abolish many routine clerical 
functions. It will also move much of 
the work which is now centralized 
in the revenue accounting depart- 
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ment back to regional accounting 
organizations and will transfer much 
of the agent’s work to these regional 
organizations. 


Advent of IDP 


There has been a revolution in ac- 
counting methods throughout the 
whole railway industry. Probably the 
most spectacular results have been 
achieved in the payroll area where the 
most advanced electronic computers 
are in use. This revolution is extend- 
ing to revenue accounting, but is tak- 
ing place more slowly by reason of 
the complexity of the input data and 
the geographical conditions referred 
to earlier. 


In the not too distant future, new 
systems will result in the production 
of by-product tape as the waybill is 
tvped from the bill of lading or the 
shipping order. From this tape the 
information needed will be fed to ma- 
chines in the yard offices for making 
up trains and for transmission to re- 
ceiving yards, enabling them to do ad- 
vance planning relating to delivery, 
switching, icing, stock feeding, etc. 
Information will flow also from these 
tapes for revenue accounting, car ac- 
counting, car tracing and sales sta- 
tistical data. In the C.N.R., in the 
early stages, punch cards will bridge 
the gap between the original docu- 
ment and the electronic machines. 
Punch cards will be used for customer 
billing and collection as well as for 
inter-road settlements. 

It is easy to say that these things 
will be done. In practice, it is a great 
deal more difficult to make such con- 
cepts effective because of the complex 
administrative problems involved, not 
to mention the very large volume of 
transactions and the search for effect- 
ive, well-proven equipment. 
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Preparing the Waybill 

In an integrated data processing 
system the careful preparation of the 
source document, i.e. the waybill, is 
all important. Its preparation in 
future is going to call for much 
greater care and skill than has been 
necessary heretofore. In the past, 
provided the essential data found 
its way onto the waybill in some form 
or other and the waybill was pre- 
pared quickly enough to facilitate the 
make-up and movement of trains, no 
insuperable difficulties arose. 


While speedy preparation will con- 
tinue to be of primary importance, 
more information on the waybill is 
going to be necessary, and it will have 
to be prepared more carefully and ac- 
curately. One of the great problems 
is that today, when more careful and 
accurate preparation is required, the 
bill or the information which it con- 
tains is needed more urgently in the 
vard office. This arises out of needs 
incidental to the great speed-up in car 
handling through the mechanization 
of yard operations and following the 
installation of electronically controlled 
“hump” yards. These problems, on the 
surface, seem quite simple but are, in 
fact, very difficult to solve. In many 
instances, they involve the use of 
many modern means of communica- 
tion, including teletype, facsimile 
transmission and radio. 


As intimated above, more informa- 
tion will have to go onto the waybill. 
At least, information will have to go 
on in a form acceptable to the ma- 
chines used in an integrated system. 
This will include using code numbers 
for stations, shippers, consignees and 
commodities. Increasing needs for in- 
formation are making it evident that 
instead of using the conventional 
Board of Transport Commissioners 
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three-digit code, it will be necessary 
to go into six-digit commodity codes. 
Waybills are being redesigned to en- 
sure speedy preparation in the first 
instance, and to facilitate key-punch- 
ing and the extraction of data from a 
by-product tape. 

It follows quite naturally, also, that 
much experimentation is necessary 
with various types of equipment for 
the preparation of the waybill and 
transmitting the information it con- 
tains. 


Customers’ Accounts 

As will have been gathered from 
what has been said earlier, customers 
accounts have, in the past, been pre- 
pared as a manual operation; in some 
cases with the aid of typewriter, and 
in other instances with the help of 
conventional posting machines. 

However, in the near future it will 
be general for customers’ accounts to 
be prepared through the use of by- 
product tape, punch cards and elec- 
tronic calculators. With the large 
number of customers and _ large 
volume of transactions involved, it is 
apparent that very careful planning 
has to go into the changeover from 
manual to more complex systems that 
will fit into an integrated concept. 


Interline Settlements 

The Canadian National Railways 
each month receives some 30,000 
freight shipments from other railroads. 
The revenue involved in each ship- 
ment has to be divided between the 
originating, destination and intermedi- 
ate roads. For less-than-carload ship- 
ments, the practice has become pre- 
valent of making these divisions on a 
road-to-road basis (based on average 
percentages ). 

In the past interline divisions have 
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been made manually with the aid of 
calculating machines, and individual 
accounts have been prepared on type- 
writers or similar machines. It is be- 
coming common now for these divi- 
sions to be made with the aid of 
punch cards and electronic calcu- 
lators. A punch card is prepared for 
each interline waybill, which is 
matched against a master division 
card through an electronic calculator. 
The calculator makes the divisions 
between the various roads concerned 
and produces summary cards. ‘The 
latter are used to prepare an individ- 
ual statement for each shipment and 
for the summary account which goes 
out to each road concerned. 

At the present time, the C.N.R. is 
making mechanical interline divisions 
for about 25% of its 30,000 monthly 
interline carload waybills, and it is 
anticipated that 65% of these waybills 
will be handled this way by the end 
of 1959. Since this method can only 
be used economically for repetitive 
traffic, it is anticipated that it will not 
be possible to mechanize more than 
65% of the work in this area. Even this 
will involve the mechanical and/or 
electronic selection of the appropriate 
division data from about 125,000 
possibilities. 

Improved Statistical Data 

As punched cards and tapes are 
used more and more for operating and 
accounting purposes, much more sta- 
tistical data becomes available for 
administrative purposes. This in- 
cludes statistics relating to traffic by 
stations, between given stations, by 


shipper, by consignee, and by com- 
modity and sub-commodity. 


Simplification of Tariffs 

As already indicated, the railway 
industry works through a complicated 
tariff structure. Its complexities are 
undoubtedly costing the industry a 
great deal of money and effort. This 
is quite generally recognized, and it 
can be anticipated that determined 
efforts will be made to simplify the 
tariffs with resulting economies in ad- 
ministrative work and vastly improved 
customer relations. 


Theory and Practice 

In theory, an integrated or elec- 
tronic data processing system of rail- 
way revenue accounting is simplicity 
itself. However, in practice its de- 
velopment is slow and difficult be- 
cause of the careful timing necessary 
to avoid chaos during the changeover 
period and the necessary integration 
of numerous and conflicting demands 
on the information being processed. 
The volume involved is high, and 
there is great complexity of the traffic 
movement including diversions and 
services en route, such as icing, stock 
feeding, milling-in-transit, etc. 

Despite the difficulties, however, 
much progress has been and is being 
made in many individual areas across 
a very broad front. In the case of 
the C.N.R., these individual programs 
ultimately mesh and present an in- 
tegrated procedure which will sub- 
stantially increase the efficiency of 
the system and reduce its accounting 
costs. 





The Accountant and the Farmer 


WALTER A. GREGORY, C.A. 





CHARTERED ACCOUNTANTS, practising 
public accounting, can offer a valu- 
able service to farmers by assisting 
them with the preparation of their fi- 
nancial statements and income tax re- 
turns and advising them on bookkeep- 
ing procedures and costing methods. 


Bookkeeping 

These comments on bookkeeping 
are confined to those applicable to the 
average farmer. The large incorporat- 
ed farm and the multiple-farm opera- 
tion require more extensive account- 
ing records. 

With very few exceptions, farmers 
maintain records and prepare financial 
statements for income tax purposes 
only. It is common for a farmer 
simply to list his income and expenses 
from the invoices he has kept and his 
recollection of transactions, when he 
prepares his profit and loss statements 
for income tax returns. Apparently 
a large percentage of farmers are not 
sufficiently interested in the accurate 
determination of income, costs and 
profits, to maintain complete records. 
The farmer is operating a business, 
and the rule-of-thumb operations com- 
mon in past years are no longer satis- 
factory. Successful farm management 
requires both technical knowledge and 
good record-keeping. 


Numerous bookkeeping systems 


have been developed for farmers. 
Some will show results of various de- 
partments, such as net income per 
field, or per crop grown, or from 
livestock. Generally, however, these 
systems appear to be too complicated 
and therefore do not appeal to the 
average farmer. Some outline vari- 
ous methods for calculating deprecia- 
tion. However, the farmer must have 
a system satisfactory to the Taxation 
Division and is usually not prepared 
to keep two sets of fixed assets rec- 
ords. 


Probably the most useful and need- 
ed bookkeeping system is one in 
which the farmer can record his re- 
ceipts and disbursements simply and 
systematically. A columnar book with 
sections for receipts and disburse- 
ments should serve that purpose. The 
receipts section will have columns 
for description, cash and bank (to 
indicate whether amounts received 
were held in cash or deposited in the 
bank) and the various sources of in- 
come. The disbursement section will 
have columns for description, cash 
and bank (indicating whether the 
payments were made by cash or 
cheque) and types of expenses and 
purchases. The columns will be head- 
ed up with items common to the par- 
ticular farm operation. 
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When the farmer desires to deter- 
mine the results of the various indi- 
vidual operations, he can do so easily 
from the receipts and disbursements 
record. By taking the assets and lia- 
bilities from the previous year’s finan- 
cial statements and the current year’s 
results from the receipts and disburse- 
ments records, the public accountant 
can readily prepare financial state- 
ments. Unfortunately, there are not 
enough qualified public accountants 
in all rural areas, and frequently it 
is necessary for the farmer to rely on 
the assistance of non-qualified persons, 
licensed and unlicensed, to prepare 
his financial statements. 


Analyzing the Farm Business 

Proper accounting techniques will 
aid a farmer to measure the efficiency 
of his farm and will help to locate 
weaknesses so that he can improve his 
operation. The Farm Economics 
Branch of the Ontario Department of 
Agriculture has developed a “farm 
business analysis” form designed to lo- 
cate the weakest factors in the opera- 
tion of a farm. This is done by com- 
paring results with well known stand- 
ards based on the accomplishments of 
other farms. The causes of the weak- 
ness can be discovered and a logical 
program of improvement. developed. 
A single weak factor often offsets the 
financial advantages of several strong 
factors. Improving the weakest parts 
of a farm operation is usually the 
easiest and most productive method of 
increasing the income of the farm. 
The farmer has to decide which crop 
can be most effectively grown in his 
area. He must also determine wheth- 
er he is making effective use of his 
labour, whether the farm is adequate- 
ly mechanized and whether the field 
and building arrangements are satis- 
factory. By the use of the farm busi- 
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ness analysis form, a farmer can 
greatly improve the income from his 
farm by making the changes that are 
indicated by the results of the an- 
alysis. 

Farming has become an increasing- 
ly complex business. Manufacturing 
concerns usually know the output of 
a finished product that will result from 
a given amount of labour and raw ma- 
terials, The farmer cannot be certain 
of the outcome when he pays out the 
money to get his year’s production un- 
der way. As well as being able to 
produce efficiently, he must be a judge 
of markets for both his purchases and 
sales. Reasonable returns and effi- 
cient management have come to de- 
pend more and more on the use of 
records. The successful farmer not 
only keeps records but also looks upon 
them as a means of increasing his op- 
erating efficiency. Farm records and 
accounts help to take the uncertainty 
out of farming and put the facts be- 
fore the owner. As in other busi- 
nesses, it is difficult for him to re 
cord significant facts with a minimum 
of effort and yet not omit important 
information. However, once a suit- 
able system is adopted, keeping 
records up to date should be rela- 
tively easy. 


Income Taxes 


The taxation of farm income pre- 
sents many interesting problems to the 
professional accountant. Several al- 
ternatives are open to the taxpayer, 
and the accountant can offer valuable 
service by advising as to the best 
choice. 

Generally, the most satisfactory way 
to record farm income and expenses 
for income tax purposes is on the cash 
basis.» Some of the tax advantages of 
this basis are as follows: 
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1. Income is taxable only when rea- 
lized in cash. 

2. The averaging of income makes al- 
lowance for fluctuating income. 
This gives the farmer most of the 
tax advantages of the accrual basis 
without its disadvantages. 

3. Net income in any given year can 
be controlled to give the best tax 
advantage by making purchases 
or sales just prior to the year end. 

4. The provisions of the Income Tax 
Act protect the farmer from the 
possibility that the value of inven- 
tories of produce or livestock on 
hand when he dies will be added 
to his income of that year. He is 
allowed to add one-fifth of the 
value of inventory at death to the 
income for each of the five pre- 
ceding years including the year of 
death; or the value of such inven- 
tory can be considered income of 
the beneficiaries in the year in 
which they receive it. 


The main disadvantage of the cash 
basis arises if the farmer wishes to 
cease farming and sell his crops or 
livestock in one year. In order to 
spread out his income, he may sell his 
farm and equipment and dispose of 
his inventories over several years. Al- 
ternatively, he may sell his livestock 
under an agreement whereby the 
buyer pays so much a year, secured 
by a chattel mortgage on the live- 
stock, and report the annual payment 
as income. An item not handled on 
the usual cash basis is the patronage 
dividends from cooperatives received 
in the form of shares or certificates of 
indebtedness. These are taxable in 


the year when such shares or certifi- 
cates are allocated to the same extent 
as if they had been received in cash. 
For these reasons, the cash basis of 
accounting will produce the best re- 


sults for income tax purposes, except 
in very unusual circumstances. 

The best method for computing net 
income for income tax purposes, how- 
ever, is not necessarily the best meth- 
od of computing the farm income or 
for analyzing the farm operations. To 
measure the net income correctly 
other factors should be considered 
with the cash basis, such as accounts 
receivable, inventories and accounts 
payable. 


Tax Regulations 

The main income tax regulations 
relating to farmers are as follows: 

In addition to the usual loss-carry- 
forward and loss-carry-backward pro- 
vision of the Act, the farmer is permit- 
ted, for tax purposes, to average his 
income over any five consecutive 
years, not including years of a pte- 
vious averaging period. 

A farmer may choose between 
straight-line or diminishing-balance 
methods for calculating depreciation. 
The main advantage to the former 
method is that the recapture provi- 
sions of the Income Tax Act do not 
apply in the case of disposal of as- 
sets. This, of course, is only an ad- 
vantage when the sale price or trade- 
in value of the depreciable asset is in 
excess of the depreciated value. When 
assets are new, this method results in 
lower annual charges to income than 
the diminishing-balance method, but 
in most cases this disadvantage will 
be more than offset by the tax saving 
on the disposal of depreciable assets. 
Straight-line depreciation requires the 
calculation of capital gains or losses 
on the disposal of assets. Once a 
farmer changes from the straight-line 
to the diminishing-balance method, he 
must remain on the diminishing-bal- 


ance method. 
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A taxpayer who is engaged in the 
business of production of livestock or 
livestock products, and maintains a 
permanent herd of livestock for that 
purpose, may apply for approval of a 
basic herd. The basic herd is de- 
termined as the number of mature 
animals, or their replacements ex- 
pressed in terms of mature animals, 
which have been acquired without the 
cost being charged to expense and 
therefore reducing taxable income. An 
established basic herd may be in- 
creased by the addition of mature ani- 
mals when they have been acquired 
by (a) purchase in the current year 
provided no part of the cost is charg- 
ed to expense, (b) gift, (c) inherit- 
ance, provided the animals were in- 
cluded in a basic herd of the deceased 
or their fair market value had been 
added to the income of the deceased. 
Actual increases may be added to the 
basic herd in the year in which the 
animals become mature, provided the 
fair market value of such animals is 
added to the income of that year. 
When the number of animals (ex- 
pressed in terms of mature animals) 
on hand at the end of any fiscal period 
is less than the number of the estab- 
lished basic herd, the reduction in the 
basic herd is a capital recovery. To 
this extent the proceeds are not sub- 
ject to income tax, and the established 
basic herd is reduced accordingly. 


Tax Advantages 

The advantages of the corporate 
form of organization for a farm are 
similar to those of other businesses. 
The problem of inventory of grain or 
livestock on the death of a farmer is 
greatly simplified if the farm is incorp- 
orated. Business and _ professional 
men owning farms can realize all the 
tax advantages of a farmer when the 
farm is incorporated, whereas other- 
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wise the farm would not be their chief 
source of income and they would be 
unable to avail themselves of such ad- 
vantages. 


Farmers are not required to pay 
monthly or quarterly instalments of 
tax as are other taxpayers. They are 
required to pay, on or before Decem- 
ber 31 of each year, an instalment of 
tax equal to two-thirds of the tax pay- 
able on either the estimated taxable 
income of the year or the actual tax- 
able income of the immediately pre- 
ceding year. 


One real income tax advantage for 
a farmer, compared with most other 
taxpayers, relates to his cost of living. 
Many items which salaried employees 
and businessmen must pay from in- 
come after tax are deductible from the 
taxable income of a farmer. A few of 
these are mortgage interest, hydro, 
telephone, taxes, a portion of house 
depreciation, cost of garage, tools, a 
portion of automobile operating costs 
and insurance on buildings. 


Some taxpayers whose chief source 
of income is derived from sources 
other than farming maintain farms. 
When the taxpayer’s chief source of 
income is neither (1) farming nor (2) 
a combination of farming and some 
other source, he may deduct his farm- 
ing loss up to $2,500. When a loss ex- 
ceeds this amount, one-half of the ex- 
cess may also be deducted, but the 
additional deduction may not exceed 
$2,500. This provision is applicable to 
1958 and subsequent taxation years. 
For the 1957 and previous taxation 
years the deductible amount was the 
lesser of one-half the loss or $5,000. 
Deduction of capital cost allowance 
is permitted for 1958 and subsequent 
years; for the 1957 and previous taxa- 
tion years no such deduction is al- 


lowed. 
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Farm Cooperatives 

A few farmers have organized them- 
selves into cooperatives for purposes 
of collective farming. These require 
an audit as do all limited companies. 

In reporting to the directors of a co- 
operative it is preferable for the audi- 
tors to present a much more detailed 
report than is usual with other com- 
panies. The directors depend to a 
great extent on the auditors to explain 
the make-up of the assets and liabili- 
ties and the changes therein during 


the year, and the significant items af- 
fecting the net income. The auditor 
frequently assists the management and 
directors by helping them with the 
preparation of budgets and giving fi- 
nancial advice. 

The importance of agriculture in 
our economy and the increasing com- 
petition in the farm industry has creat- 
ed a demand for technological pro- 
gress and efficient farm management. 
Accountants are prepared to play their 
part in bringing this about. 


Income Tax in Kind 


We read in a professional journal that Spanish publishers have offered 
to pay their income tax with books. They have proposed to the government 
that among them, in lieu of tax money, they should contribute 500,000 books 
each year to the public libraries of Spain. 


The Spanish government is reported as not having replied to this offer 
so far. No doubt it is cogitating on the possible repercussions if it accepts 
the publishers’ offer. Quite apart from the questions of what books would 
be offered . . . how many copies of the same book would be accepted, and 
whether the great Spanish public would in fact flock to the libraries to read 
the books, there would be the problem of the inevitable spread of the system. 


Farmers, for example. Would they deliver their tax contributions, pre- 
sumably to state institutions, alive or dead? And what of the “non-produc- 
tive” professions? Would they offer their services free to the government? 
Any fears of redundancy in the civil service would be allayed by the com- 
plexity of operation of the tax system. The Spanish government could, of 
course, always refer to records of ancient Egypt where money was unknown 
and taxation was in kind. The treasury was then, instead of a chest, a store- 
house, or rather a series of such buildings, each allocated to a particular 
commodity. And, after all, what is a library but a storehouse of books? 
Or the publishers could operate the mediaeval tithe system, offering to the 
government the royalties of every tenth book published, or allocating one in 
ten of each printing to a library. But what of the farmer whose sow had 
only nine piglets? Or the professional man who found that he could not at- 
tend an important meeting because it was his day for giving his services free 
to the government? 


— The Accountants’ Magazine, April 1959 
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Currency 
Exchange 
Convertibihity 


H. DUKE SCOTT 





THE SIMULTANEOUS announcements 
from London and Continental capitals 
in December 1958 of a measure of ex- 
change convertibility, accompanied by 
a further devaluation of the French 
franc, are more important for the de 
facto recognition of the immense 
improvement in Britain’s external 
financial position over the last few 
years than as a dramatic change in 
basic policy. 


Wartime Controls 


To appreciate the situation in prop- 
er perspective, we should cast our 
minds back some 20 years when, at 
the outbreak of World War II, prac- 
tically all western countries (except 
the United States and Switzerland), 
including Britain and Canada, found 
it necessary to instal a system of for- 
eign exchange control in order to con- 
serve their external assets for war 
purposes. The nationals and residents 
of these countries were restricted in 
the use of foreign exchange resources 
owned by them and denied the privi- 
lege of acquiring more for invest- 
ments, travel, etc. Furthermore, it 
was found necessary to channel pay- 
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ments either in local currency or 
foreign exchange due to and from 
foreign countries. 

Arising from this, the pound sterling 
could not officially be converted by, 
say, a resident of Belgium to U.S. dol- 
lars. The so-called “hard” and “soft” 
currencies were a result of the recog- 
nition of this non-convertibility into 
the supposedly. more desirable cur- 
rencies, of which the principal was 
the United States dollar. The present 
measure of convertibility deals exclu- 
sively with this matter of “channeliza- 
tion” by rendering the pound sterling 
transferable between residents of all 
countries. The same, of course, applies 
equally to other western countries 
which made similar announcements of 
“convertibility for external account”. 


Parenthetically, it should be re- 
marked that the pound sterling in- 
cludes for all practical purposes the 
currencies of the “sterling area” 
(which consists of all Commonwealth 
countries except Canada and a few 
other smaller countries such as Ice- 
land, Iraq and Libya). Nonetheless 
each country in the sterling area still 
maintains its own detailed regulations, 
which in some cases restrict payments 
between other fellow-members of the 
sterling area. The British officialese 
for the sterling area is “scheduled 
territories”, and in the case of Britain 
the only difference in designation with 
respect to payments abroad is now 
“scheduled territories” and “external 
account”. 

Parallel regulations are now in force 
in other Western European countries, 
including France, which made similar 
announcements. 


Measures of Channelization 


It must be emphasized that the 
present measures deal only with 
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“channelization” and have no effect on 
the import and export of capital and 
the kindred matter of travel allow- 
ances. In short, there has been no dis- 
mantlement of the paraphernalia of 
foreign exchange control. There is 
not even complete “convertibility for 
foreigners” as the latter would imply 
the official provision of foreign ex- 
change for the sale and export of cap- 
ital assets. The word “official” is itself 
a confession of restrictions; only when 
this word disappears from the termin- 
ology of foreign exchange will there 
be recognition of “convertibility” both 
for foreigners and residents. 

The basic purpose of foreign ex- 
change control is, of course, to con- 
serve existing reserves of foreign ex- 
change and to ensure that future ac- 
cruals will serve the national interest. 
Another purpose is to prevent or deter 
foreigners from liquidating and _ re- 
patriating their assets in the country 
concerned. This leads inevitably to 
the establishment of strict rules and 
regulations governing all monetary 
transactions between residents and 
non-residents, including restrictions on 
travel. There can be no quarrel with 
such restrictions in time of war or 
economic crisis, but once the system 
is established it becomes difficult to 
drop. Fixed rates of exchange distort 
the pattern of trade and lead to 
quotas, embargoes and other artificial 
restrictions. 


“Hard” v. “Soft” Currencies 

One of these artificialities has been 
the channelling of payments and there- 
fore imports and exports, and the dis- 
tinction between “hard” and “soft” 
currencies. The definition of “hard” 
currency is simply one that is hard to 
get. The new move towards convert- 
ibility will blur and perhaps eliminate 


the distinction between a “hard” and 
“soft” currency. 

At the height of the period of 
foreign exchange restrictions during 
and immediately following the war, 
there were many types of sterling, 
and, converted into dollars, these were 
of differing values according to the 
softness or hardness of the local cur- 
rency concerned. This confused situa- 
tion was simplified a few years ago 
by the progressive movement from 
multitudinous areas to only two: 
“American account” and “transfer- 
able”. American account sterling in- 
cluded Canada and a few other 
countries in the Western Hemisphere, 
and the transferable account area was 
composed originally of the European 
Payments Union countries and was 
later expanded to include most of the 
rest of the world, These two areas 
have now been mace into one. 


Zurich: Hub of Foreign Exchange 
The inauguration of foreign ex- 
change control by Britain in 1939 at 
fixed rates of exchange set by the 
Bank of England cut off at one stroke 
one of the most important and profit- 
able activities of London bankers, 
namely, the dealing and arbitrage 
with their opposite numbers abroad in 
all foreign exchanges. London was un- 
doubtedly the foreign exchange centre 
of the world, and trading techniques 
had been developed to a very high 
state of efficiency. The waste of this 
talent for almost a generation has 
been one of the financial tragedies of 
the war and post-war economic dif- 
ficulties. Zurich, Switzerland, took 
London’s place to a large extent and 
was well qualified to do so, both by 
her geographical position and the 
competence of her bankers. Switzer- 
land maintained a completely free 
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currency with a fixed relationship to 
gold and U.S. dollars, and was able to 
deal in all the multitudinous bi-lateral 
exchanges. 

The Western world owes a debt of 
gratitude to Switzerland for her com- 
petence in filling this gap and thereby 
fostering the exchange of goods and 
services between all countries. The 
proof of competence has been the con- 
tinuance and indeed immense increase 
in the volume of foreign trade since 
1945, although undoubtedly the direc- 
tion of trade has in many respects 
been distorted. Presently there are 
distinct indications that London will 
regain rapidly her predominant posi- 
tion as the principal foreign exchange 
market of the world. Canada has, in- 
cidentally, played an important part 
in restoring normal conditions by the 
complete elimination of foreign ex- 
change control and the establishment 
in 1950 of a floating exchange rate 
subject to day-to-day demand for and 
supply of the Canadian dollar. 


Sterling Rates Today 

To summarize the technical position 
— and these remarks apply equally to 
the currencies of the other Western 
European countries who made similar 
announcements — there are now only 
two rates for sterling; one is the rate 
of exchange for payments to and from 
“external account”, and the other for 
so-called “security” or “switch” ster- 
ling. “External account” sterling is 
that for all current transactions with 
all countries of the world, and “secur- 
ity” or “switch” sterling relates to 
capital or security transactions of 
non-residents. 


At the end of 1958 “transferable” 
sterling had reached a point where it 
was valued in terms of dollars within 
a very small fraction of “American ac- 
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count” sterling. While the climate was 
of course favourable, due to Britain's 
vastly improved external position, it is 
thought that some official interven- 
tion in the market had occurred for 
some months before. The rate for 
“security” or “switch” sterling had also 
steadily improved to the point where 
the quotation was within one cent per 
pound of the official variety. Here, 
too, it is likely that some official inter- 
vention in the market, perhaps in- 
direct, had occurred. We are there- 
fore now left with two moves before 
sterling can be truly termed freely 
convertible: first, the merging of 
“security” or “switch” with “external 
account”, which will allow free move- 
ment of capital to and from Britain, 
and, secondly, the lifting of restric- 
tions on capital exports and travel by 
residents of sterling countries. The 
first of these moves may occur soon, 
at least in the case of Britain. (Per- 
haps there will be some reservation 
in the case of certain other members 
of the sterling area such as India and 
Pakistan.) When the first of these 
steps is taken, sterling will be truly 
convertible for non-residents for all 
purposes. When the second is taken, 
sterling will have been restored com- 
pletely to its former proud position as 
the leading international currency of 
the world. 


Position of Britain 

One is tempted to draw a com- 
parison between Britain’s position to- 
day and Canada’s in 1950. While the 
comparison is by no means entirely 
valid, some lessons can be drawn from 
Canada’s experience. During the 
period of exchange control in Can- 
ada, it was timidly assumed that, if 
controls were lifted, foreign investors, 
particularly American, would rush 
to repatriate their funds. Human 
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nature just does not work that way. 
Perversely, if obstacles are placed in 
the way, people do their best to over- 
come them. When freedom of move- 
ment is restored, second thoughts dic- 
tate a course of action based on judg- 
ment which, in the case of Canada, re- 
sulted in a tremendous movement of 
capital from abroad. It is true that 
Canada was in an early stage of de- 
velopment and tremendous advan- 
tages and profits could be foreseen in 
the development of her natural re- 
sources. Britain’s position is, of 
course, very different. She has rela- 
tively no natural resources except the 
ability and virility of her people, but 
if history is any criterion these qual- 
ities should not be under-rated. 


Position of Germany and France 


It would not be amiss here to com- 
ment briefly on the position of the 
next two important countries of the 
West, France and Germany. Much 
has been written of the phenomenal 
recovery of Germany since the cur- 
rency reform of 1948, and through 
hard work and wise management the 
deutschmark has become one of the 
hardest currencies in the world. Not 
only has she been able to participate 
in the restoration of convertibility for 
current account, but early in this year 
she abrogated all restrictions on the 
export of capital. Thus the deutsch- 
mark was made completely convert- 
ible both for external and internal 
purposes. The only remaining re- 
strictions are merely for statistical re- 
cord purposes, and German residents 
are now free to invest in foreign 
countries at will. No currency restric- 
tions are in existence limiting the 
amount of funds that Germans may 
take abroad for travel expenses or for 
any other purpose. 


Finally, a ray of economic and polit- 
ical sunshine comes from France. At 
the same time as the convertibility an- 
nouncements were made, the French 
government announced a further real- 
istic devaluation of the French franc. 
This brings the rate finally (it is 
hoped ) to the same figure as prevailed 
before World War I with two zeros 
cut off it. In other words, the franc is 
now worth:-in dollars about the same 
as the centime was in 1914. This 
move would have been impossible 
with the former parliamentary set- 
up. The rest of the Western world 
looks with sympathy and confidence to 
General de Gaulle in his fight to re- 
store stability to his country. It may 
well be that the General’s sense of his- 
tory and destiny will restore France 
to her rightful place in the western 
world in a shorter time than presently 
seems possible. 


Restrictions Should be Removed 


Importers and exporters in all 
countries can now breathe a sigh of 
relief that they do not have to worry 
about convertibility for current trans- 
actions. A pound is a pound, a franc 
is a franc, or a deutschmark is a 
deutschmark in anyone's hands, pro- 
vided it is acquired in current mer- 
chandise trade or for services render- 
ed. We can now concentrate our ef- 
forts on other restrictions on the 
free movement of goods and services. 
Quotas, embargoes and discriminating 
tariffs are still with us, but the raison 
détre for most of these, namely, short- 
age of a particular foreign exchange, 
has disappeared. It should not be an 
impossible task to persuade the gov- 
ernments in Ottawa, Washington, 
London or Paris that the western 
world will be immeasurably strength- 
ened by the removal of many of 
these restrictions. 





see 


Ee ee 





peters merce 


mere 


Tp 


CURRENCY EXCHANGE CONVERTIBILITY 531 


Foreign exchange has too long been 
an instrument for the channelling and 
restriction of the free movement of 
goods, instead of a barometer, such as 
was the gold standard before World 
War I. The strength of the gold 
standard was, of course, that it was 
“above governments”, and no govern- 
ment would have dared to revoke it 
except in dire emergency such as 
world war. It is too much to hope 
for a restoration of those conditions, 
as people will always remember that 
what has been done once can be done 


be quite impossible to restore the 
sanctity of a gold standard. We must 
perforce rely on such instruments as 
the International Monetary Fund, the 
International Bank for Reconstruction 
and Development and the General 
Agreement on Tariffs and Trade. It is 
to be hoped that in time they will 
acquire sufficient prestige to act as a 
serious deterrent to governments 
against the pursuit of unsound mone- 
tary and fiscal policies which will 
again throw the international ex- 
change situation into confusion. 


again. In other words, it would now 


Coins of the Realm 


So far as the English monetary system is concerned, it may be traced 
back to the days before the Norman Conquest, and was based on silver: 
one pound, troy weight, of silver was the standard money unit. The pound 
was divided into 20 shillings, and the shilling into 12 pence. But, until the 
break up of the feudal system in England, coins were not required in any 
great quantity, for the majority of dues were met in kind, in the form of 
vegetable produce or services. 

For a long time the only coin in general circulation in England was the sil- 
ver penny, and it was not until 1257, during the reign of Edward III, that the 
first golden pennies were struck. About 100 years later gold florins were 
issued, to be followed in due course by the golden “sovereigns” which are still 
to be seen on occasions — suspended from an elderly accountant’s watch 
chain. Gold, of which South Africa is such a large producer, is money in its 
most desirable and stable form, but there has never been a time in the world’s 
history when there was really enough of this precious metal to satisfy all the 
needs. So its main function was as an auxiliary to the silver coinage, and even 
that no longer holds good. Today, in Britain, silver has been withdrawn, 
to be replaced by cupro-nickel, whilst gold has virtually disappeared from 
daily life. 

—R. Robert, “The Many Forms of Money”, 
The South African Accountant, September, 1958. 
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THE INDEPENDENCE OF THE AUDITOR 


It has always been recognized that 
an auditor cannot properly perform 
his function if he is subject to the 
authority or control of those whom 
he is auditing. “Independence”, usu- 
ally defined as “freedom from external 
control or rule”, is thus commonly 
recognized as a necessary characteris- 
tic of an auditor. 


In the United Kingdom and Can- 
ada independence in this sense has 
generally been sought, at least in the 
case of limited companies, by pro- 
viding in the governing statutes that 
the auditor must be appointed by the 
shareholders and report to them. Un- 
der these conditions the auditor's re- 
tention of an independent attitude to 
management becomes a contractual 
duty, and undue subservience to man- 
agement’s views or wishes involves not 
a mere loss of independence but a 
dereliction of duty or a breach of 
trust. With the auditor’s independ- 
ence apparently assured by contract 
and by statute in this way, British and 
Canadian writers have generally tend- 
ed to ignore the idea of independence 
and to emphasize the need for honesty 
and integrity in carrying out the laid- 
down duties. 

In the United States, on the other 
hand, the company auditor is normal- 
ly appointed by the directors or by 
management itself. Since his prim- 
ary contractual duty is thus to the 
management group, special provisions 
to protect the interests of sharehold- 


ers and other third parties are needed. 
The development in American prac- 
tice of the concept of “independence” 
and the emphasis on the auditor as an 
“independent accountant” are reflec- 
tions of this need. 


Unfortunately, the fact that the au- 
ditor’s independence in Canada is 
typically assured by statute seems to 
have diverted the attention of Cana- 
dian practitioners from the problems 
that arise in those cases in which this 
protection is absent. The emphasis 
in Canadian literature on the purely 
legal nature of the auditor’s responsi- 
bility based on his “contract” with 
the shareholders has resulted in too 
little attention being paid to those 
problems which arise when the audi- 
tor is not acting as shareholders’ au- 
ditor. Such situations are not rare; 
most examinations of financial state- 
ments to be included in prospectuses, 
for example, or those prepared for 
specific creditors fall into this cate- 
gory. Somewhat similar problems are 
also found in audits of unincorporated 
businesses or of closely held com- 
panies in which the shareholders are 
actually the management. 


In all such non-statutory audits the 
Canadian accountant faces the same 
basic problem as his American col- 
league — the possibility of a conflict 
between the interest of those who hire 
him and those who will be relying up- 
on his report. He faces such prob- 
lems, moreover, without the help of 
any authoritative exposition of the 
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principles which should govern such 
relationships. In American terms, he 
is without any official pronouncements 
on the nature of independence and 
the need to maintain it under such 
circumstances, 


This is not to say that most Can- 
adian accountants do not, in fact, act 
“independently”. In actual practice, 
of course, they do. There is no ques- 
tion that the Canadian emphasis on in- 
tegrity and professional competence 
in most cases results in the mainten- 
ance of an “independent” attitude. It 
does seem, however, that the failure to 
recognize the need for “independ- 
ence” and to discuss the significance 
of the concept in practical situations 
may cause some inadvertent failures 
in this area. A review of the Amer- 
ican views on the subject may, there- 
fore, help to clarify the problems fac- 
ing practitioners in such situations. 


The U.S. “Independent Accountant” 


The accounting profession in the 
United States has recognized “inde- 
pendence” as one of the essential 
qualities of the auditor for many 
years. The use in 1932 of the term 
“independent public accountant” to 
describe the person required to audit 
listed companies by the New York 
Stock Exchange merely confirmed the 
recognized practice. Further con- 
firmation was given to the term by its 
inclusion in the Securities Acts of 
1933 and 1934. 


Since the concept of the “independ- 
ent” auditor was made official in this 
way, numerous attempts have been 
made to define it. The Securities and 
Exchange Commission while recogniz- 
ing that independence is a mental at- 
titude, has been obliged as a govern- 
ment body charged with enforcing the 
law to concentrate on those external 
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relationships between the auditor and 
his client which suggest that inde- 
pendence may be lacking. The ethical 
codes of the American Institute and 
of the various State societies have 
also tended to emphasize externals for 


similar reasons. The Committee on 
Auditing Procedures of the American 
Institute, on the other hand, has em- 
phasized that “independence” is a 
state of mind which cannot be de- 
fined by formula. This idea was well 
expressed in a statement issued in 
1947 by the Council of the American 
Institute which concluded: 

Rules of conduct can only deal with 
objective standards and cannot assure 
independence. Independence is an at- 
titude of mind much deeper than the 
surface display of visible standards. 
These standards may change or become 
more exacting but the quality itself re- 
mains unchanged. Independence, both 
historically and philosophically, is the 
foundation of the public accounting pro- 
fession and upon its maintenance de- 
pends the profession’s strength and 
stature. 


U.S. Professional Standards 
In 1951 the American Institute of 
Certified Public Accountants publish- 
ed a booklet entitled “Codification of 
Statements on Auditing Procedure”. 
The basic purpose of this publication 
was to summarize the series of bul- 
letins issued on this subject over the 
years and thus to provide a convenient 
definition of the “generally accepted 
auditing standards” referred to in the 
standard form of American audit re- 
port. On the question of independ- 
ence this statement reads as follows: 
In addition to professional skill and 
competence, [the auditor's] independ- 
ence must be assured if his opinions are 
to possess the impartiality necessary to 
make them dependable. To be inde- 
pendent he must be intellectually honest; 
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to be recognized as independent he must 
be free from any obligation to or interest 
in management, owners, creditors — or 
others entitled to rely on his report — 
which might influence his judgment as 
to the fairness of the financial state- 
ments. 


This publication also reproduced 
the summary of “Generally Accepted 
Auditing Standards” approved by the 
members of the American Institute in 
September 1948. Item 2 of the “gen- 
eral standards” set out in this sum- 
mary deals with the question of in- 
dependence in the following terms: 

2. In all matters relating to the as- 
signment an independence in mental at- 
titude is to be maintained by the auditor 
or auditors. 


Because of its emphasis on what 
might be called the mental nature of 
independence, the Institute does not 
attempt to spell out the implications 
of independence in any greater detail 
than is given in the above quotations. 
The distinction between the actual 
condition of independence and the ap- 
pearance of independence is recog- 
nized. There are, however, no specific 
rules given for testing either the in- 
ternal mental attitude or the external 
appearance. 


U.S. Professional Ethical Codes 


The rules of professional conduct of 
the American Institute make no speci- 
fic reference to “independence”. The 
following rules do, however, prohibit 
certain activities and_ relationships 
which would, at least potentially, have 
the effect of impairing independence 
or of destroying the appearance of in- 
dependence: 


Rule 4 — The prohibition of occupa- 
tions incompatible or inconsistent 


with public accounting. 
Rule 5 — The prohibition of an ex- 


pression of opinion on financial state- 
ments of a publicly financed company 
in which the accountant holds a finan- 
cial interest material in relation to 
the company’s capital or the account- 
ant’s personal fortune. If a company 
is not publicly financed, disclosure of 
the auditor’s interest to interested 
parties is considered adequate. 

On the question of which occupa- 
tions are inconsistent with the practice 
of public accounting the Committee 
on Ethics of the American Institute 
has given rulings which indicate that 
in their view management consulting 
or industrial engineering is not incon- 
sistent with public accounting but that 
engaging in most commercial or finan- 
cial enterprises, especially acting as 
broker of securities or loans, is not 
consistent with independence. 

The question of the effect on inde- 
pendence of providing bookkeeping 
or accounting services has also been 
considered. In contrast to the views of 
the Securities and Exchange Commis- 
sion discussed below, the American 
Institute has held that “If an account- 
ant is in fact independent, and if he 
has performed all the auditing pro- 
cedures necessary to supplement the 
information obtained through keeping 
the books, he should be entitled to ex- 
press any opinion he has formed 
. . . disclosure of the fact that he has 
kept the books is not usually neces- 
sary.” 


Views of S.E.C. 

The Securities and Exchange Com- 
mission is authorized by its governing 
statutes to require financial statements 
of registrants to be certified by inde- 
pendent public accountants. In rule 
2.01 of regulation S-X the Commis- 
sion discusses “independence” in these 
terms: 
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(b) The Commission will not recog- 
nize any certified public accountant as in- 
dependent, who is not in fact inde- 
pendent. For example, an accountant 
will not be considered independent in 
respect to any person, or any affiliate 
thereof, in whom he has a financial in- 
terest, direct or indirect, or with whom 
he is, or was during the period of re- 
port, connected as a promoter, under- 
writer, voting trustee, director, officer or 
employee. 

(c) In determining whether an ac- 
countant is in fact independent in respect 
to a particular registrant, the Commis- 
sion will give appropriate consideration 
to all relevant circumstances including 
evidence bearing on all relationships be- 
tween the accountant and that regis- 
trant or an affiliate thereof, and will not 
confine itself to the relationships exist- 
ing in connection with the filing of re- 
ports with the Commission. 


In applying this rule to specific situ- 
ations the Commission has been very 
strict in its interpretations. The at- 
titude seems to be that the existence 
of any relationship which might im- 
pair independence is presumed to do 
so. As a result, it seems that almost 
any auditor who has any relationship 
with his client apart from that of 
auditor is likely to be held to have 
lost his independence. 


A further test applied to the ac- 
countant by the Commission is de- 
scribed in the following quotation 
from Accounting Series Release No. 
37: 

Perhaps the most critical test of the 
actuality of an accountant’s independ- 
ence is the strength of his insistence 
upon full disclosure of transactions be- 
tween the company and members of its 
management as individuals; accession to 
the wishes of management in such cases 
must inevitably raise a serious question 
as to whether the accountant is, in fact, 
independent. 


Some of the relationships between 
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accountants and their clients which 
have been held to impair independ- 
ence are listed below: 


1. Almost any ownership of shares 
in a client or affiliate by a member 
of an accounting firm or a close 
relative of a member has been held 
to impair independence. There 
have been a few cases, apparently, 
where a very small holding ac- 
quired before the accountant was 
appointed auditor and disposed of 
immediately have been permitted 
but such cases have been relative- 
ly rare. 

The holding of any office in a 
client company or the offering of 
any non-audit services seems to be 
held to impair independence. The 
prohibited services apparently in- 
clude bookkeeping and accounting 
despite the views of the American 
Institute to the contrary. This 
latter prohibition has been justified 
by an official of the Commission 
on the grounds that an audit must 
be a check on the work of another 
so that if the auditor writes up the 
books there is, in effect, no audit. 


bo 


3. Activity in fields related to the 


client’s business has been held to 
destroy independence with regard 
to any company in that business. 
For example, an accountant who 
acted as a security salesman for 
one dealer was held to have lost 
his independence in respect to 
other security dealers as well. 


No official ruling has been found 
dealing with the case of an account- 
ant who directly or through an affili- 
ate provides management consulting 
services. It is understood, however, 
that the Commission has given in- 
formal opinions to the effect that such 
an accountant cannot be considered 
to be independent. 
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The views of the Commission are 
thus considerably more extreme than 
those of the Institute in several par- 
ticulars, especially with respect to 
small investments in public com- 
panies and the provision of bookkeep- 
ing and accounting services. This 
latter question, however, is by no 
means resolved, and the professional 
bodies are still disputing what they 
regard as the over-zealousness of the 
Commission. 


Comparison with Canadian Practice 


Despite the absence of any official 
requirement of independence in Can- 
ada, we have in our laws and rules of 
professional conduct a number of pro- 
visions similar to those which in the 
United States are considered to relate 
to this characteristic. Each of the 
Companies Acts, for example, pro- 
hibits, at least in the case of public 
companies, the appointment as auditor 
of anyone who is a director or officer 
of the company or who is a partner or 
employee of such a director or officer. 
Provisions to the same effect, or cap- 
able of this interpretation, also appear 
in some of the Provincial Institutes’ 
rules of professional conduct. The 
carrying on of business activities 
which are inconsistent with the prac- 
tice of public accounting is also pro- 
hibited directly or by implication in 
most instances. 

There are, however, many other re- 
lationships which, even if they do not 
affect the auditor’s ability to give an 
unbiased opinion, may make it dif- 
ficult for him to remain impartial 
and even more difficult for him to 
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appear so. Such relationships include 
the ownership of shares in a client 
company, the offering to clients of 
non-accounting services, especially 
continuing secretarial or managerial 
services, the holding of directorships 
or salaried offices in companies doing 
business with or competing with 
clients, etc. 

In view of the need for public ac- 
countants to maintain the appearance 
of complete impartiality, it may well 
be that some more specific regulations 
regarding such practices would be in 
the interest of the profession as a 
whole. The fact that many practi- 
tioners have adopted personal rules of 
conduct on these matters which are 
considerably more stringent than the 
professional codes suggests that, at 
least in some circles, there is recogni- 
tion of such a need. 

Another question which, although 
related to the above, can be consider- 
ed separately is whether the practice 
and reputation of the profession 
would be improved by including “in- 
dependence” in the American sense as 
one of the official characteristics of the 
public accountant. In many cases, of 
course, such a requirement would 
make no difference in the actual prac- 
tice which is already as “independent” 
as any in the United States. The exist- 
ence of such a formal requirement 
might, however, occasionally be help- 
ful to a practitioner faced with a par- 
ticularly difficult or unusual situation. 
The popular recognition of this char- 
acteristic of the profession would also 
promote a greater understanding of 
the significance of the auditor's report. 
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BY JOHN W. CROWE, C.A. 


Admumstrative Accounting 


Cost ACCOUNTING 

There is probably general agree- 
ment that the primary objectives of 
cost accounting are: 
1. To provide management with in- 
formation on which to reach deci- 
sions where consideration is being 
given to some important change 
in the company’s field or scope of 
activity. 
To aid in cost control (i.e. cost 
reduction ). 
The central dilemma, however, of 
this field of accounting was strikingly 
illustrated in an example given by 
Roland Chagnon, C.A. in his thought 
provoking address to the 1958 C.1.C.A. 
annual conference. He described as 
“incomplete and static” the statement 
that the operating cost of a car was 
14c a mile. 


bo 


He went on to say “In fact, the cost 
of 14c a mile is exact only if the car 
has travelled a definite number of 
miles, say 10,000. The cost of 14c will 
increase if the car runs less than 10,- 
000 miles and will decrease if it runs 
more. To be more accurate and dy- 
namic, the statement would give a bet- 
ter picture and allow comparison if it 
showed that the car costs a minimum 
of $700 per annum to cover fixed ex- 
penses, such as depreciation, licence, 
insurance, interest and garage, and 7c 
a mile to cover variable expenses, such 
as gas, repairs and tires.” 

In most matters there is a natural 
human desire to provide simple finite 
answers. In regard to cost account- 


ing, nothing seems to be more sensible 
than to ask what is the total cost per 
pound of product, allowing for all 
costs such as depreciation and ad- 
ministration. Unfortunately, this may 
be a field where the simple answer 
may not always be the best. It may 
have little value either for decision 
making or cost control. 


To state that the full cost (includ- 
ing indirects ) per pound of a product 
is, say, $1 is precisely analogous to 
the car example in Mr. Chagnon’s 
address. It may be an incomplete and 
static answer. It depends on two as- 
sumptions: (1) the volume of produc- 
tion, (2) the set of arbitrary rules 
used in allocating indirects. 

The first assumption varies from 
month to month, and the second from 
accountant to accountant. 

It may be useful to explore the fol- 
lowing relationships which are funda- 
mental to the cost accounting prob- 
lem: 

1. Variability 

2. Directness 

3. Controllability. 


Variability 

It is common to think of costs in 
relation to production. Raw materials 
and direct labour are described as 
variable costs because they change 
directly with changes in production. 
Buildings, equipment and administra- 
tion are usually described as fixed 
costs because they supposedly do not 
vary directly with production. Num- 
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erous expenses such as office costs, 
research and junior supervision fall 
somewhere between these two ex- 
tremes. 

There is, however, a third dimen- 
sion, in addition to costs and volume, 
which is not always mentioned in this 
context. This dimension is time. 


When raw material and labour costs 
are termed variable, what is really 
meant is that they can be increased or 
decreased in a short period of time to 
correspond with small changes in pro- 
duction volume. 


If we choose a small enough unit 
of time, even direct labour for many 
plants may not be variable, but fixed. 
Similarly, a piece of machinery is a 
fixed cost only if we are considering 
a relatively short period of time, say, 
one year and a relatively small change 
in volume. If the period under con- 
sideration is a matter of years and the 
change in volume is very large, the 
cost of machinery (i.e. depreciation ) 
may well become variable. In fact, 
all costs of a company, including de- 
preciation and administration, are 
variable if they are considered in the 
context of a large enough change in 
volume and a long enough period of 
time. 

What we are actually concerned 
with is the degree of variability. This 
is governed by the minimum amount 
(or size) of an asset or service which 
must be purchased in relation to the 
rate of consumption of that asset or 
service. 

Raw materials can be purchased in 
very small quantities in relation to 
their rate of use. Direct labour can 
be acquired in small units in relation 
to the total consumption of this ser- 
vice in a given period. Both raw ma- 
terials and direct labour, therefore, 
have a high degree of variability. The 


services of foremen must be acquired 
in a large “package” in relation to the 
total need for such services during a 
year. Therefore, in a short period of 
time and for small changes in pro- 
duction, foremen’s salaries possess a 
low degree of variability. A piece of 
equipment must be purchased in a 
very large unit in relation to its rate 
of consumption in the manufacture of 
goods. Depreciation on such an as- 
set is a “fixed” cdst, that will vary only 
with large changes in the rate of pro- 
duction and over a long period of 
time. 


Directness 

Before an expense can be classified 
as direct or indirect we must ask the 
question: Direct to what? If we are 
considering a whole company, all ex- 
penses from the president’s salary 
down are direct. If the unit being 
examined is a manufacturing plant, 
all expenses incurred at that location 
(including depreciation) are direct. 
Usually the terms “direct” or “indi- 
rect” are used in connection with in- 
dividual products. 

Whether an asset or service consum- 
ed in production is direct or indirect 
is determined by the minimum am- 
ount (or size) which must be pur- 
chased in relation to the amount con- 
sumed in the operation or product be- 
ing costed. In Mr. Chagnon’s 
example, “fixed costs” of depreciation, 
licence, etc. are all direct to the total 
cost of operating the car; they are in- 
direct, however, to the cost of driving 
the car one mile. 


Controllability 

The level of authority immediately 
responsible for controlling a cost tends 
to be closely related to the degree of 
variability and the degree of direct- 
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ness. The lower levels of supervision 
usually have the considerable control 
over expenses which vary promptly 
with small changes in production. 
Relatively fixed charges such as fore- 
men’s salaries and depreciation on ma- 
chinery are the responsibility of more 
senior management, while the cost of 
buildings and executive salaries will 
probably be the responsibility of the 
board of directors. The logic behind 
this, of course, is simple. A decision 
to incur variable costs, such as labour, 
and supplies, involves few intangibles 
and any error in judgment can usually 
soon be corrected. The decision to 
incur fixed costs, such as a major con- 
struction project, requires the bal- 
ancing of many intangible factors and 
an error in judgment can be disas- 
trous. The consumption of raw ma- 
terials is a variable cost which is con- 
trollable at a junior level; long term 
commitments to purchase raw ma- 
terials are in the nature of fixed 


charges which must be approved at a 
high level. 
A summary of the controllability of 
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costs as a function of variability and 
level of management is shown below. 


Cost Reports 

Cost reports to each level of man- 
agement should be geared to the re- 
sponsibilities of that level. For ex- 
ample, a departmental foreman is in- 
terested only in those variable costs 
which he can personally influence, 
such as consumption of materials and 
labour, and cost reports to him should 
be restricted to these elements. Re- 
ports to senior management should 
show the factual story for expenses 
for which such managers are directly 
responsible. In addition senior man- 
agers need a summary of those op- 
erating results for which they are in- 
directly responsible, but which are di- 
rectly supervised at a more junior 
level. 

Some guides in deciding the appro- 
priate costs to charge to and report to 
an individual are as follows: 

1. Ifa person has authority over both 
the acquisition and the use of the 











Type of Cost Variability Level of Management 

Use of raw materials High Low 
Operating labour A A Foremen 
Supplies 
Maintenance labour 
Power costs 
Foremen’s salaries 
Long term commitments Plant or 

for raw materials division 
Shops expense managers 
Junior administration 
Machinery & equipment 
Executive salaries ae 
Buildings ¥ + ot 
Land Low High directors 
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services, he should be charged 
with the cost of the services. 

If a person can significantly influ- 
ence the amount of cost through 
his own action, he should be charg- 
ed with such costs. 
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In considering cost accounting and 
reporting techniques, the question 
arises as to whether any useful ob- 
jective is achieved by allocating in- 
direct expenses to subsidiary opera- 
tions or functions and finally to prod- 
ucts. In many cases, as in the ex- 
ample of the car, this procedure tends 
to oversimplify the presentation of 
what is essentially a dynamic prob- 
lem. 

In costing, as in most accounting 
problems, the initial question to ask 
is what is the purpose to be served? 
The nature of the costs and reporting 
system will be governed by the pur- 
pose. As mentioned above the two 
main purposes of cost accounting are 
control or cost reduction and decision- 
making. 

The function of control may be fur- 
ther analyzed as follows: 

1. The communication of a plan or 
budget. 

2. The motivation of responsible 
people to follow and carry out to 
the best of their ability the adopt- 
ed plan or budget. 

3. The appraisal of actual perform- 
ance against the plan or budget. 

Clearly, costs for these purposes 
must be essentially factual, dynamic 


and related to individual responsibili- 
ty. Moreover, the vital element in 
any attempt to control costs is to plan, 
i.e. to have standards which individ- 
uals can understand and accept as at- 
tainable. Historical costs show wheth- 
er the plans were in fact attained and 
are useful only in so far as they lead 
to a better performance in the future. 
In other words, control can only be 
achieved before the fact. Nothing 
that has happerted can be undone by 
cost reports no matter how detailed. 


In the field of decision-making we 
are often dealing with major changes 
in the volume of production over a 
relatively long period of time. In this 
situation total costs including adminis- 
trative and depreciation may become 
important. In fact as explained above 
such usually “fixed” costs are actual- 
ly variable. Management will be in- 
terested in the change in total costs 
resulting from taking the proposed de- 
cision as against not taking it or tak- 
ing some other course of action. His- 
torical costs may well be valuable in 
analyzing such a problem and reach- 
ing a decision. However, much of 
the data for an intelligent decision 
will usually have to come from sources 
other than the company’s recorded 
costs. Here again, any information to 
be of use must be dynamic. Static 
total cost per product figures pro- 
duced as a result of many arbitrary 
prorations may well be of limited 
value in aiding the reaching of sound 
decisions. 
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AUDITING 

“On BeErnc ARTICLED — A TALK TO 
UnvercrapbuatTes” by H. D. H. Coul- 
son, The Accountant, April 18, 1959, 
pp. 468-470. 

Here is useful advice for junior ac- 
countants: 

“... it is always well to stop and 
think how the work you are doing fits 
into the general scheme of things in 
the client’s office. It may well be that 
you are checking what appear to be 
pieces of paper with books or vice 
versa. It would be wise to pause and 
think whether what you are endeav- 
ouring to do is to prove that the book 
contains a record of all the transac- 
tions it should contain, or whether the 
transactions in the book are supported 
by evidence that they are correctly 
so recorded. If you think for one 
moment, you will appreciate that if 
you are checking the payments side 
of a cash-book with vouchers confirm- 
ing payment, your need is to see a 
voucher for every item in the cash- 
book. If, on the other hand, you are 
checking receipts into a cash-book and 
dealing, say with a counterfoil receipt 
book or similar evidence of that kind, 
you are looking to see that every item 
which should be in the cash-book is 
there. This may seem quite elemen- 
tary but it is important always to bear 
in mind that the work has a purpose 
and to see that that purpose is fol- 
lowed in the way in which the work is 
done. 


BY PETER C. BRIANT, M.B.A., C.A. 





“Beyond this, it is also well to find 
out the part which the work you are 
doing plays in the audit as a whole or 
in the accounts of the business as a 
whole. In my experience, it is un- 
likely that a senior will be unwilling 
to give a word of guidance, if asked, 
but there is equally no doubt that the 
[junior] clerk who is prepared to ap- 
ply his mind to thinking out the an- 
swers for himself and then testing out 
those answers in practice, will learn 
far more and be far more capable of 
doing his work properly . . . .” 


“REVIEWING THE SYSTEM OF INTERNAL 
Aupit” by Frank H. Tredemann. The 


New York Certified Public Account- 
ant, April, 1959, pp. 257-265. 

The independent auditor has a re- 
sponsibility to his client to rely upon 
the system of internal audit as much 
as possible, but determining the extent 
to which he can do so requires a care- 
ful appraisal of the system. It is not 
the mechanics of the internal auditor’s 
test of vouchers, payrolls and post- 
ings that is the basis of reducing the 
external auditor’s scope. He cannot 
automatically examine one less vouch- 
er for every one the internal auditor 
checks. Reduction in the scope of the 
audit program made in reliance up- 
on the system of internal audit is pos- 
sible only when the public account- 
ant is able to recognize the internal 
audit system as an effective part of 
the system of internal control. 

Effective internal auditing depends 
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on many things. The internal auditor 
and his staff must be suited by train- 
ing and temperament for their work. 
Audit: programs must be well planned 
and executed. Reports must be clear 
and conclusive, and criticisms contain- 
ed therein should be followed up 
promptly by management to insure 
that corrective action is taken. Final- 
ly, the internal auditor must report to 
a highly placed official and enjoy the 
support of management generally. 
Only if these conditions are met can 
the external auditor rely on the in- 
ternal audit and consequently reduce 
the scope of his own examination. 


If the independent accountant is to 
rely on the internal auditor’s work, he 
must have confidence in the internal 
auditor. A first step in the appraisal 
process should therefore be to learn 
the qualifications of the internal au- 
ditor. 


The internal auditor must not only 
have a knowledge of accounting and 
auditing techniques, but must also 
have a clear understanding of manage- 
ment’s responsibility for the company’s 
operations and the stewardship of its 
assets. In short, he must share man- 
agement’s viewpoint in his approach 
to his job. He must have imagination 
and perseverance in order to appre- 
ciate fully the significance of his find- 
ings and to follow them through to 
fitting conclusions. Finally, he must 
have the type of personality which in- 
spires the confidence and support of 
management and the cooperation of 
executives and other employees whom 
he meets during the course of his 
examination. 


The shareholders’ auditor can deter- 
mine whether the internal auditor has 
these qualifications; first, by inquiry as 
to his training and previous experi- 
ence; secondly, through his contacts 


with the internal auditor during the 
course of his work; and, finally, 
through his association with others 
who come into contact with the intern- 
al auditor and who are affected by 
his work. 


“THE OPERATIONAL Aupir — AN Ex- 
TENSION OF MANAGEMENT CONTROLS” 
by L. E. Seiler. The Internal Auditor, 
March 1959, pp. 9-17. 

An audit of financial matters is 
readily acceptable to management. 
But the operational audit, which be- 
gins where the financial audit ends, is 
sometimes resisted by management. In 
the first case, the auditor is evaluating 
a system established by management; 
in the second he audits management's 
compliance with the system. A report 
on faulty, weak or ineffective opera- 
tions reflects on the management of 
the department or division concerned. 
It is this fact that leads some manag- 
ers, department heads, or other inter- 
mediate level executives to resent the 
internal auditor’s investigations of an 
operational audit nature. 

When he shifts over to operational 
auditing, from audits that deal with 
the internal control function, the au- 
ditor must learn to think as a manager. 
He must deliberately act, think and 
speak a different language when as- 
signed to an operational audit. He 
must bear in mind that he is the rep- 
resentative of general management, 
not the representative of financial 
management. 

Many auditors, especially those 
trained in financial auditing, feel 
somewhat at sea when assigned to an 
operational audit. In such instances, 
a lifeline back to financial auditing is 
often helpful. It would be a gross 
mistake, for instance, for an auditor 
wanting to review the operations of 
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the final assembly department to walk 
up to the manager of that department 
and say, “I am now going to audit 
your assembly process to see if it is 
properly managed.” Such an ap- 
proach would almost immediately 
close the door to that fine degree of 
cooperation which is needed from 
the manager or department head. A 
natural entry would be through an au- 
dit of payrolls, which leads to incen- 
tive pay, which leads to the support- 
ing time studies, and the auditor is 
then deep into the operations of the 
assembly department. Or, if there is 
no incentive pay system, the audit of 
vouchers payable would lead into the 
audit of materials vouchers, which 
leads to bills of materials or materials 
requisitions, and the auditor finds him- 
self back in the assembly department 
again. 

The internal auditor should con- 
stantly remind himself that he is work- 
ing for top management and that the 
operational audit is a direct part of 
management's overall control system. 
He must remember that even though 
he may follow an audit program, he 
is not working in a vacuum from a set 
of printed rules. He must be aware 
of management’s activities and must 
stay in tune with management's view- 


point. 


DISTRIBUTION COSTS 

“Have WE A DECLINE IN ADVERTISING 
APPROPRIATIONS?” by K. H. Myers. 
The Journal of Marketing, April 1959, 
pp. 370-375. 

During the last two decades there 
have been two conflicting trends af- 
fecting the relation of advertising ex- 
penditures to national income. 

On the one hand, there are a num- 
ber of factors which tend to make ad- 
vertising more efficient and thereby 
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reduce advertising expenditures: in- 
creasing population, continued urbani- 
zation, consolidation of printed media, 
competition between new and old 
forms of mass media, advances in the 
art of media selection and utilization, 
trends toward product-line merchan- 
dising and improvements in media 
technology. These tendencies result 
in “built-in” recessionary pressures, 
largely independent of the perform- 
ance of the general economy. 

On the other hand, there are expan- 
sionary pressures arising from such 
factors as increased emphasis upon 
brand merchandising and self-service, 
and the need for more aggressive pro- 
motional effort as disposable personal 
income rises. 

Since the 1920’s the recessionary 
tendencies have prevailed over the ex- 
pansionary pressures to the extent that 
advertising expenditures in relation to 
national income have declined to 
around two-thirds of the level of the 
1920’s. Other things being equal, an 
absolute decline in per capita expos- 
ure to advertising might have result- 
ed. This was not the case. Instead, 
improved media efficiency permitted 
the 1957 advertising expenditures of 
$60 per capita to purchase at least 
two-and-a-half times the exposure to 
advertising “space and time” as did 
1929’s expenditure of $29 per capita. 
Thus, the consumer is more subject to 
exposure to advertising appeals than 
ever before; but, relative to his new 
level of income, the indirect cost of 
such exposure is less. 


FINANCE 

“THE ANALYsIs OF YOUR SPENDING DE- 

cisions’ by George A. Taylor. The 

Controller, April 1959, p. 168 et seq. 
In every spending decision the 

problem is simply: Should the extra 
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investment be made or rejected? The 
argument in favour of making the ex- 
tra investment is the saving it brings, 
and the question is whether these sav- 
ings are large enough to recover the 
extra investment with a satisfactory 
rate of return. 


In order to have an extra investment 
there must always be two alternatives. 
However, there are always two al- 
ternatives, and one will always cost 
more than the other — unless they 
both cost the same, in which case 
you have no problem of any depth. 
In the final analysis the question 
must at least be reduced to: Should 
I continue what I am doing now 
or do something new? What you 
are doing now may be “nothing”, 
but you will still be comparing “some- 
thing” with “nothing”. Analysis may 
show, in fact, that it is better to do 
nothing than what you propose to do. 
In any event, you always have two 
alternatives. 


The criteria for selecting only those 
investments that contribute to the 
maximization of profit of the entire 
firm are: 

1. The recovery of the money in- 
vested. 

2. The payment of an acceptable 
rate of return on investment. 

3. The acceptable rate of return must 
be higher than the firm’s capital- 
use rate [the capital-use rate is the 
rate a firm is obliged to pay for 
the use of capital]. 

4, The acceptable rate of return must 
also be higher than the firm’s cut- 
off rate [the cut-off rate is the 
minimum acceptable rate of return 
in approving or rejecting spending 
decisions]. 

All of these items are determined by 
mathematical analysis. In addition, 
there should also be a mathematical 


analysis of the security of the invest- 
ment by determining a probable fac- 
tor of safety. But the required mathe- 
matics is easily within the grasp of the 
average executive. A number of prob- 
lems in this article illustrate the ap- 
plication of the relevant principles. 


MANAGEMENT 

“PROBLEMS OF THE FAMILY-OWNED 
Business” by F. N. Parks. The Man- 
agement Review, April 1959, p. 14 et 
seq. 

This article treats the organization 
problems that arise in family busi- 
nesses under five headings: problem of 
succession, development and retention 
of non-family management, conflicts 
of family interests, compensation of 
family and non-family members, and 
provision for growth. Selected organ- 
ization concepts that have particular 
application to family situations may 
be summarized as follows: 

1. Develop company objectives and 
organization plans first with a dis- 
regard for the family — then ad- 
just to meet the compelling fam- 
ily interests. 

2. Face the succession problem long 
before it becomes immediate, so 
that the transition is smoothly ef- 
fected. 

8. If possible, see that family candi- 
dates for succession get some ex- 
perience outside the company. 
Make sure they have line-operat- 
ing experience. 

4, Go outside for a chief executive 
if the family can offer no com- 
petent candidate. Do not expect 
the new president to be able to 
handle immediately the personal- 
ity problems as well as technical 
problems he will face. 

5. Give non-family management a 
reasonable amount of responsi- 
bility and let them know where 
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they stand. The same principle 
applies to minority family mem- 
bers. 

6. Do not let family compensation 
needs distort a fair and equitable 
overall company compensation 
pattern. Use compensation to 
hold non-family management. 

7. Try to look at problems and make 
decisions without being emotion- 
ally influenced by family require- 
ments. Recognize when the de- 
cision is being compromised for 
family reasons. 

8. Make sure that management con- 
trol information is at least the 
minimum required. 

9. Conduct the affairs of the enter- 
prise to create a management at- 
mosphere of understanding and 
goodwill without being patroniz- 
ing. 

10. Plan reasonably in advance for 
the inevitable day when the com- 
pany is to “go public”. Develop 
attitudes and concepts in keeping 
with the changing conditions. 


BOOK REVIEWS 
“Inventories and the Business Cycle 
with special reference to Canada”, by 
Clarence L. Barber; University of To- 
ronto Press; 130 pages; $3.50. 

One of the more difficult problems 
which confront businessmen and ac- 
countants is that of understanding and 
controlling fluctuations in inventories. 
Often seemingly well conceived plans 
to accumulate or reduce stocks are 
frustrated by sudden changes in de- 
mand. In this interesting book Pro- 
fessor Barber attempts to describe for 
the whole national economy the rela- 
tionships governing changes in inven- 
tories, capital investment and national 
income. He employs a dynamic Key- 
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nesian-type analysis. An equilibrium 
level of income is defined as that in- 
come level where planned investment 
in durable assets is equal to planned 
savings. Before there can be a net ac- 
cumulation of inventories for a nation 
as a whole, the national income must 
exceed the equilibrium level. Similar- 
ly no net reduction in inventories can 
occur unless the national income falls 
below the equilibrium level. Express- 
ed in another way changes in inven- 
tories serve to bring actual investment 
(i.e. the net increase in both capital 
goods and inventories) into balance 
with actual savings. 


For the accountant interested in 
broadening his perspective this study 
offers some insight into how individual 
corporate plans affect, and are in turn 
affected by, changes in the national 
economy as a whole. 

J. W. Crowe, C.A. 
Montreal, Quebec 





“100 Years of Banking”, by Josep 
Schull; Copp Clark Co. Ltd.; 222 
pages; $4.50. 

In “100 Years of Banking in Can- 
ada”, Joseph Schull tells the story of 
The Bank of Toronto and The Do- 
minion Bank from their founding in 
1855 and 1871, respectively, to their 
amalgamation at the end of 1954 as 
The Toronto-Dominion Bank. 


Originally sponsored by a group of 
Ontario Flour Millers, the Toronto 
Bank was tentatively named the Mill- 
ers’ Association of Canada West. A 
period of great expansion came in the 
first six years of this century when 39 
new branches were opened in Ontario 
and Quebec — three times as many 
as in the bank’s previous 45-year his- 
tory. The Dominion Bank busily 
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pushed its frontiers westward and in 
1897 opened its first office in Winni- 
peg. An interesting incident in more 
recent years was a seemingly inex- 
plicable 4-day run on The Dominion 
Bank in 1923. Eventually the panic 
was traced to a teller who, subscribing 
to the theory that English is intelli- 
gible to foreigners if very loud and 
clear, refused an immigrant’s cheque 
marked n.s.f. with the alarming words 
“No money in the bank”. 


Cold, hard facts abound in the book 
but the author has most successfully 
put flesh and blood on the bones of 
banking. He has managed to depict 
the characters and personalities of the 
men who founded both institutions 
and has made very interesting their 
struggle with the problems that faced 
them in a new country with a rapidly 
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changing economy. The history of 
The Toronto-Dominion Bank is so 
closely allied to the development of 
the country as a whole that to read 
this book is to follow closely Canada’s 
progress and industrial growth in the 
last 100 years. 

R.E. 


BOOKS RECEIVED 
“Business Report Writing”, by R. D. Hay 
and R. V. Lesikar; Richard D. Irwin, Inc., 
Homewood, IIl., 1957, reprinted 1958; 
available in Canada from General Publish- 
ing Co. Ltd., Toronto; 352 pages; $5.60 

Recently reprinted, this textbook stresses 
principles of business reporting slanted to- 
wards the writing of reports. Its purpose is 
to train students to analyze, collect, in- 
terpret and present business information in 
a clear, concise style. 
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Tax Review 


THe Bupcet, 1959 


On Thursday, April 9, Finance Min- 
ister Donald M. Fleming brought 
down his second budget. In June of 
last year, Mr. Fleming budgeted for a 
deficit of $648 million which has 
now been reduced to $617 million, 
with expenditures of $5,387 million 
and revenues of $4,770 million. For 
the fiscal year ending March 31, 1960, 
Mr. Fleming has budgeted for expen- 
ditures of approximately $5,845 mil- 
lion and would expect revenues of 
$5,165 million without changes in tax 
rates, for a deficit of $680 million. 
With proposed increases in tax rates 
which Mr. Fleming estimates will pro- 
duce some $352 million, the anticipat- 
ed deficit for the coming year will be 
$328 million. 


The tax increases were obviously 
necessary if one assumes that expendi- 
tures have been pared to a minimum, 
but it must be embarrassing to the 
Minister to recall certain statements 
made when he was a member of the 
opposition. For example, in 1954 the 
Minister said, “The effects of high 
taxes are having ever widening conse- 
quences. We see them reflected in- 
creasingly today in the high cost of 
production which is having secondary 
effects in this country of very serious 
significance. We see on every hand, 
every day, Mr. Speaker, the effects of 
these high taxes in the increasing costs 
of production, and they have been a 
major contributing factor in bringing 
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about a situation where our export 
trade has been falling off to a disturb- 
ing degree. Do you realize, Mr. 
Speaker, the extent to which, by rea- 
son of these high taxes and high costs 
we have been pricing ourselves out of 
some of our best markets abroad? 
The government seems to take no ac- 
count of that fact, and no responsi- 
bility.” These sentiments are still ex- 
pressed by the Minister who said in 
his budget speech, “World markets 
are becoming increasingly competi- 
tive, and unless we can keep our costs 
of production in line with those in 
other important trading countries we 
shall find it increasingly difficult to 
sell our goods abroad and meet the 
competition of imports at home.” Yet, 
in almost the same breath, the Minis- 
ter of Finance introduced tax changes 
which will tend to increase commod- 
ity prices by at least $223 million. The 
expenditures which the government 
proposes for the coming year of $5,- 
845,000,000 are the largest in this 
country’s history, barring wartime, and 
it is wondered whether the proper 
course of action would not have been 
to reduce expenditures or at least hold 
the line. 


In the opinion of Mr. Fleming, we 
are recovering from the 1957-58 re- 
cession and he optimistically predicted 
a 7% increase in the gross national 
product which is the second largest 
increase since the war, the greatest 
previous annual! increase being 9%. 
With these improved prospects, Mr. 
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Fleming indicated that it would be 
unwise to continue to run deficits on 
the same scale as last year as it would 
increase inflationary pressures which 
would prove difficult to control a year 
or so from now. Apparently, the gov- 
ernment has concluded that at this 
time it is more desirable to bring 
about a reduction in the anticipated 
deficit by increasing taxes rather than 
by decreasing expenditures, even 
though the increase in taxes will result 
in increased commodity prices and is 
likely to reduce the rate of growth in 
the gross national product. It may be, 
however, that since a much larger 
portion of the voters in Canada benefit 
from increased government expendi- 
ture than suffer from increased taxes, 
such an approach is sound politically. 


The government’s tax policy for 
1959-60 is to be based on two prin- 
ciples— 

(a) To provide a broadly based 
source of revenue to meet the 
new and additional forms of uni- 
versally available social welfare 
benefits. 

(b) To reduce the budgetary gap in 
a degree that will not interfere 
with the desired rate of recovery, 
but will hold out the prospect of 
a balanced budget at the appro- 
priate time. 


Mr. Fleming pointed out that the 
two principal elements of a continuing 
nature in the increased expenditures 
in 1958 and 1959 are the increased old 
age pensions and the new program 
of hospital insurance. In 1957, the 


Minister of Finance and the Prime 
Minister told the Canadian people 
that it was possible to increase old 
age pensions, make larger payments 
to the provinces and municipalities, 
cut income taxes and balance the bud- 
get. In his budget speech, the Min- 


ister observed that these programs 
had been well received but that they 
cost money and must be paid for — 
two short years after he informed the 
public that they could be done for 
nothing! It is quite evident that the 
Minister has now discovered that ex- 
penditures cannot be reduced as easily 
as he had expected, and he is to be 
commended for realizing and admit- 
ting this fact. It is hoped, however, 
that his present observation will not 
be overlooked by a growing body of 
citizens to whom “cradle to grave” 
security has an increasing appeal pro- 
vided that it is financed by the gov- 
ernment. Even in our “travel now pay 
later” age, it is impossible to get some- 
thing for nothing. 


To finance old age pensions on an 
annual pay-as-you-go basis, Mr. Flem- 
ing has increased the 2-2-2 formula to 
3-3-3. Contributions to the old age 
pension fund will now be 3% on per- 
sonal incomes, with a maximum con- 
tribution of $90, to take effect July 1, 
1959; 3% on corporate incomes effec- 
tive January 1, 1959 and a 3% sales 
tax which took effect on April 10. 
These new rates are estimated by the 
Minister to be adequate to maintain 
this fund in balance without requiring 
annual appropriations by Parliament 
to cover the deficits. 


In addition to these tax increases 
for the old age security fund, the per- 
sonal income tax rates on taxable in- 
comes in excess of $3,000 per annum 
have been increased by two percent- 
age points effective July 1. It is in- 
dicated that this increase in rates will 
affect only about 800,000 of the 4,- 
600,000 individual taxpayers. As for 
corporations, in addition to the old age 
security tax increase, the rate of corp- 
orate income tax has been increased by 
two percentage points on taxable in- 
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come in excess of $25,000 per annum 
with effect from January 1, 1959. Con- 
sequently, corporations will now pay 
income taxes at the rate of 21% on tax- 
able income up to $25,000 and 50% 
upon the excess. 


The excise duty on spirits was in- 
creased so that a 25-oz. bottle of whis- 
key will cost the consumer an addi- 
tional 12c. The excise tax on cigar- 
ettes was increased by $1 per thou- 
sand, or 2c per package of 20 cigar- 
ettes, and the excise tax on cigars was 
increased by $1 per thousand. Al- 
though it has been observed that 
neither Mr. Diefenbaker nor Mr. 
Fleming smokes, it is unlikely that this 
influenced their attitude to any sig- 
nificant degree. It is interesting to ob- 
serve, however, that in February, 1958 
Mr. Diefenbaker told an audience of 
1,400 that no industry in Canada suf- 
fers a greater degree of taxation than 
the tobacco industry. Tobacco grow- 
ers, he is reported to have said, are 
the one segment of agriculture that 
has not received the attention it de- 
serves although growers long have 
clamoured for Government aid. He 
even indicated at that time that the 
tax on cigarettes, cigars and tobacco 
might soon be cut. 

As nearly as one can judge, tax in- 
creases were widely anticipated and, 
for the most part, such criticisms of 
the budget as have been heard to date 
have dealt mainly with the possibility 
of decreasing government expendi- 
tures. Nevertheless, it was optimis- 
tic of the Minister to say, “Many may 
not be unpleasantly surprised that the 
increases I shall be proposing are as 
moderate as they are” since the 1958 
tax reductions were evidently well re- 
ceived by the taxpaying public. It 
would appear, however, that much 
higher rates at present would meet 
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with strong resistance especially when 
one considers the rates applicable in 
the United States. Corporations in 
Ontario will now pay the same rate 
of tax on income in excess of $25,000 
as U.S. corporations. The United 
States, however, does far more in the 
way of defence and foreign aid. While 
the public appears to accept tax in- 
creases meekly, it is submitted that at 
some point the camel's back will be 
broken and that point is dangerously 
near. 


Although it is natural for the tax- 
paying public to be critical of any 
budget which increases taxes, it is ap- 
preciated that Mr. Fleming was con- 
fronted by a very difficult situation in- 
deed. The existence of fairly wide- 
spread unemployment during a period 
when investors and businessmen are 
doing quite well creates a dangerous 
disparity which it is hoped will be re- 
solved as the economy continues to 
recover from the 1957-58 recession. It 
is quite evident from Mr. Fleming's 
forecast that he expects a substantial 
recovery. Therefore he has taken 
steps to increase confidence in the 
government by investors and the busi- 
ness community which, if measured 
by the interest rate, was at a low in 
the fall of 1958. Whether he will 
succeed or not is a difficult question 
but it is interesting to observe that 
the rate for treasury bills two weeks 
before the budget was 4.22%, 4.33% one 
week before the budget and the day 
after 4.42%, 

While it is the duty of the financial 
critic of the opposition to deprecate ° 
as best he can the efforts of the Min- 
ister of Finance, his criticisms this year 
may not be without substance. Mr. 
Benidickson perhaps summed up the 
attitude of the government's critics in 
the following motion: 
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“This House regrets the bad faith 
of the government, which sought and 
secured support from the Canadian 
people on a program of lower taxes, 
reduced expenditures and a balanced 
budget, and which has now produced, 
in flagrant disregard of pre-election 
promises, a budget calling for higher 
taxes, record expenditures and a large 
deficit.” 

In addition to the tax rate changes 
referred to above, the Minister pro- 
posed certain changes to the Income 
Tax Act and Excise Tax Act which, 
along with other amendments that 
will be contained in the amending bill, 
will be discussed in a subsequent is- 
sue. It would be appropriate at this 
time, however, to consider the Minis- 
ters proposal that the privilege of 
qualifying as a foreign business corp- 
oration be withdrawn. This proposal 
will not affect corporations already 
qualified as such but it does seem ex- 
traordinary to suddenly cancel such a 
longstanding provision without warn- 
ing. 

Section 71 presently provides that a 
foreign business corporation is exempt 
from tax but must pay a nominal fil- 
ing fee of $100. The effect of this 
provision is to permit Canadian and 
foreign capital to be domiciled and 
managed in Canada on a favourable 
tax basis provided that the business 
operations are carried on abroad. The 
only essential difference between a 
foreign business corporation and a 
true non-resident company was the 
privilege extended to such corpora- 
tions to locate their management in 
Canada. 


The provisions of section 71 provid- 
ed certainty for corporations who 
were not sure as to whether or not 
they were resident in Canada. It is 


obvious that they will now make sure 
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of their non-resident status or seek 
to locate themselves elsewhere in a 
more attractive but probably less 
stable jurisdiction. While no reasons 
were given as to why this status was 
to be withdrawn, it can only be as- 
sumed that in this respect, Canada 
was regarded as a tax haven and that 
representations by other countries to 
eliminate the status had been re- 
ceived. 

Another reason that might be given 
for the abolition of this type of corp- 
oration is that it is not availed of 
very often, since substantially the 
same effect may be arrived at through 
the incorporation of an ordinary Can- 
adian company which carried on busi- 
ness in foreign jurisdictions through 
the medium of subsidiary companies. 
Income from these foreign operations 
is not subject to tax in Canada if it is 
received as a dividend from a foreign 
company of which the Canadian corp- 
oration owns more than 25% of the 
voting capital stock. It may even be 
that the uncertain application of the 
section in many situations contributed 
to its abandonment. However, this 
is all a matter of conjecture, and it 
would be interesting to have an op- 
portunity to examine the reasons be- 
hind this unexpected change in the 
law, especially in the light of the Min- 
ister’s observation that frequent tax 
changes can be upsetting and confus- 
ing. 

With respect to the Excise Tax Act, 
an important and long overdue 
amendment has been _ introduced 
which extends the definition of pro- 
ducer or manufacturer to include any 
person who packages toilet articles, 
preparations, cosmetics or pharma- 
ceuticals for sale except where they 
are packaged by a retailer in his retail 
premises for sale therefrom directly to 
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consumers or users. Many inequities 
were encountered prior to this new 
provision, and it is thought that the 
change will be welcomed by all ex- 
cept, of course, those who are no 
longer able to take advantage of the 
loophole. This new definition also ap- 
plies to any person who markets, ex- 
cept by sale at retail directly to con- 
sumers or users, toilet articles, pre- 
parations, cosmetics or pharmaceuti- 
cals manufactured under his own 
brand. 


RECENT TAX CASES 
Incorporation of an Individual 


The appellant, a medical doctor, 
incorporated a company to which he 
agreed to transfer all his assets. He 
also agreed not to practise his profes- 
sion in the municipality for a term of 
five years except as agent of the com- 
pany. Subsequently, all revenues 
were treated as belonging to the 
corporation, the doctor receiving an 
annual salary only. The Minister dis- 
regarded the legal fiction of incorpora- 
tion and taxed the doctor personally 
upon all income. The Income Tax 
Appeal Board upheld the Minister by 
ruling that the fees from patients 
were, in fact, earned by the appellant 
himself and were merely assigned to 
the company afterwards. The com- 
pany could not practise medicine and 
was of no use to the appellant other 
than as his agent. The income was 
therefore fully taxable in the hands 
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of the doctor himself. (No. 594 v. 
M.N.R.). It is wondered whether 
this line of reasoning could not also 
be applied to commission agents and 
other small businessmen. 


Sale of Land and Buildings 


The appellant company sold the 
land and building used by it in carry- 
ing out its business activities for the 
sum of $99,000 and allocated the sales 
proceeds entirely to land. The allo- 
cation of the full amount to land, 
which avoided the recapture of capital 
cost allowances, was undertaken be- 
cause the purchaser demolished the 
building and used the vacant land as 
a parking lot. It was, therefore, quite 
evident to the appellant that the am- 
ount offered by the purchaser was en- 
tirely in respect of the land as the 
building had no value to him. The 
Minister, however, did not agree with 
this treatment of the sales proceeds 
and allocated $31,000 to the building 
with a consequent recapture of capital 
cost allowances. By a somewhat tor- 
tuous line of reasoning, the Income 
Tax Appeal Board upheld the Minister 
ruling that although the building had 
no value to the purchaser, it did, 
nevertheless, have value to the ven- 
dor who had used it to house his 
business and who had insured it for 
$30,000. (No. 600 v. M.N.R.). Once 
again the merits of tax planning are 
illustrated. If the vendor had de- 
molished the building prior to the 
sale, no problem would have arisen. 





British Columbia 

A. D. Maclver, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 1071 Aragon Rd., Richmond. 

Robert C. Ellis & Co., Chartered Ac- 
countants, announce the opening of a 
branch office in the Jacobson Agencies 
Bldg., Abbotsford. 

L. D. Barnes, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 508 Hornby St., Vancouver 1. 

R. B. Liverant, B.A., C.A. announces the 
opening of a branch office for the practice 
of his profession in the Times Bldg., Squa- 
mish. 

A. G. DesBrisay, B.Com., C.A. and D. 
S. Hack, C.A. announce that they have as- 
sumed the practice of E. A. Campbell & 
Co., Chartered Accountants, Penticton. 
Henceforth the practice will be carried on 
under the firm name of DesBrisay, Hack & 
Co., Chartered Accountants. 


Nova Scotia 

R. J. MacBurnie, C.A. has been appoint- 
ed comptroller of the Halifax branch of 
Eastern Trust Company. 


Ontario 

G. H. Edwards, C.A. has been appointed 
assistant general manager of Guaranty Trust 
Company. 

H. B. Parkes, C.A. has been appointed 
assistant secretary-treasurer of Encyclo- 
paedia Britannica of Canada Ltd., Toronto. 

D. G. Campbell, C.A. has been appointed 
a director of Maclean-Hunter Publishing 
Co. Ltd., Toronto. 

H. G. Lewis, C.A. has been appointed 
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resident Canadian director of Mills Steel 
Products Ltd., Toronto. 

D. I. Webb, C.A. has been appointed 
head of Canadian operations of Merrill, 
Lynch, Pierce, Fenner and Smith, Inc., To- 
ronto. 

D. W. Burley, C.A. announces the open- 
ing of an office for the practice of his 
profession at 437 Queen St., Niagara Falls. 

G. W. Mitchell, C.A., Ottawa, and D. 
G. Butterfield, C.A. and J. R. Steinhoff, 
C.A., Hamilton, Bermuda, announce the 
formation of a partnership for the practice 
of their profession under the firm name of 
Butterfield, Steinhoff & Mitchell, Chartered 
Accountants, at Rm. 8, 78 Bank St., Otta- 
wa, with the appointment of G. W. Mit- 
chell, C.A. as resident partner and Butter- 
field & Steinhoff, Chartered Accountants, 
Front St., Hamilton, Bermuda, as represen- 
tatives. 

G. R. MacGougan, C.A. has been ap- 
pointed secretary-treasurer of Hendershot 
Paper Products Ltd., Hamilton. 

C. S. Phillips, C.A. announces the re- 
moval of his office to Ste. 405, Board of 
Trade Bldg., 11 Adelaide St. W., Toronto. 


Quebec 

David Solomon, C.A. announces the re- 
moval of his office to Ste. 21-23, 207 Craig 
St. W., Montreal. 

T. C. Davis, C.A. has been appointed 
assistant treasurer of the St. Regis Paper 
Company, Montreal. 

C. S. Stephens, B.Com., C.A. has been 
appointed comptroller of Canadian Mar- 


coni Co. Ltd., Montreal. 
Continued on page 554 
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NEW KEYSORT TABULATING PUNCH 


Today’s only 
machine that 
automatically 
code-punches 
and tabulates 
original records. 


It’s unique. It code-punches quantities 
and amounts in keysort cards... 
tabulates them... then reads, prints, 
duplicates and summarizes these figures 
—for the preparation of any management 
report necessary. 


Rental is less than $100 a month. 
Operation is simplicity itself. 
This tab punch will deliver fast, 
accurate, low-cost data processing 
wherever it’s required. 


It’s just one member of a whole family 
of flexible equipment and methods 
McBee offers to help you cut 
automation down to size. 


NICBEE orice surom 
cS OFFICE AUTOMATION 


The McBee Company Limited, 179 Bartley Drive, Toronto 16, Ontario 


OFFICES IN PRINCIPAL CITIES ACROSS CANADA 
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C. F. Topp, C.A. has been appointed 
secretary and controller of Henry Morgan 
& Co. Ltd., Montreal. 

Pierre Comtois, C.A. addressed the Sher- 
brooke members of the Life Underwriters 
Association on April 2 at their monthly 
dinner meeting at the New Sherbrooke 
Hotel. His topic was “How an Insurance 
Man Should Prepare his Income Tax”. 


Saskatchewan 

P. G. Larter, C.A., comptroller of The 
National Cash Register Co. of Can. Ltd., 
Toronto, has been named a director of the 
company. 


OBITUARIES 
We regret to announce the death of the 
following members: 


JOHN A. GRANT — on April 20, at the 
age of 95. A native of Cornwall, Ontario. 
Mr. Grant was admitted to membership in 
the Quebec Institute in 1907. He was ac- 
tive in the affairs of the Institute, serving 
on the examining board and as a member 
of Council from 1913 to 1915. He was 
president of the Institute for two terms, 
1922 to 1924. He recently received a 
memento from the Institute in recognition 
of 50 years of membership. He was a part- 
ner of P. S. Ross and Sons in 1908 and re- 
mained with the firm until his retirement 
in 1945. 


GUY WILLIAM SMITH — A senior part- 
ner in Gunn, Roberts & Co., Chartered Ac- 
countants of Toronto. Mr. Smith, 71, died 
in hospital on April 19. He was admitted 
to the Ontario Institute in 1922, elected a 
Fellow in 1944, and was president in 1949- 


50. He was the first president of the Pub- 
lic Accountants Council for the Province 
of Ontario and was a one-time governor of 
the Canadian Tax Foundation. 


THOMAS E. SAUL — At Lakeland, Florida 
on March 8, 1959 in his 68th year. Mr. 
Saul was admitted to membership in the 
Manitoba Institute in 1923 and in 1929 
became associated in partnership with 


James M. Dunwoody in the firm presently 
known as Dunwoody, Saul, Smith & Co. 
He was elected a Fellow of the Manitoba 
Institute in 1956. He was for ten years 
the Provincial, Commissioner for Manitoba 
of the Boy Scouts Association, and was a 
past president of the Empire Club. 


ALEXANDRE LaHAYE — le 11 décembre 
1958, a rage de 37 ans. M. LaHaye avait 
fait ses études a l'Université Laval et y 
avait obtenu une maitrise en sciences com- 
merciales. Il avait fait son stage chez 
Messieurs Boulanger, Fortier, Rondeau & 
Cie et avait été admis 4 I'Institut de 
Québec en février 1954. I] devint par la 
suite contréleur de Legrade Inc., de Qué- 
bec, et occupait encore cette position au 
moment de son décés. 


CECIL W. NICHOLL — Passed away in 
Vancouver on April 29 following a heart 
attack earlier in the month. Mr. Nicholl 
was born in Ireland and came to Manitoba 
at an early age. He was admitted to the 
Manitoba Institute in 1927 and to the B.C. 
Institute in 1944 when he commenced to 
practise in Victoria. Since 1956 he had 
been in practice in Vancouver. In World 
War II Mr. Nicholl received the Order of 
the British Empire for “valuable public ser- 
vice” while serving with the R.A.F. Com- 
monwealth Air Training Plan. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 
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PURCHASE ORDER 


C. A. Pollock, President, Dominion Electrohome Industries Limited 


“Moore forms help us fit parts to factory schedules” 


CONTROL MAINTAINS ELECTROHOME’S HIGH PRODUCTION ON LOW INVENTORY 


To help keep their TV and radio assembly lines 
working at peak efficiency, Dominion Electro- 
home set up a new purchase order-receiving 
system. There are many benefits: most impor- 
tant, it makes sure that the right number of 
parts is always on hand for assembly, without 
building up unhealthy inventories. Better ex- 
pediting of parts makes this possible. 


The secret lies in the form. This combines 
two previously used forms into one. All the 
facts the Expediter needs are on a single piece 
of paper. This up-to-the-minute record takes 
the place of a whole stack of reports. It cuts 
paperwork and simplifies filing. It saves time 


Build control with 


and effort all along the line. The form is a 
specially designed Moore 5-part Speediset — 
Electrohome’s control in print. 


Moore Business Forms can improve system 
efficiency for any business, of any size. It need 
not be costly. To find out how this might benefit 
your company, write the nearest Moore office. 


Moore Business Forms Ltp.* « 856 St. James St. 
West, Montreat * 7 Goddard Ave., Toronto 15 
711 Erin St., WinniPpEc * 296—12th Ave. East, 
VANCOUVER * Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean _— nN 


i ak 
and Central America. yooe 
* Division of Moore Corporation, Limited 


/'MOORE BUSINESS FORMS 








ONTARIO INSTITUTE 


F.C.A’s.: M. A. Bradshaw, the president 
of the Institute, has announced the election 
of the following members as Fellows of 
the Institute for distinguished service to 
the profession: Ball, K. W., Bavis, J. W., 
Beard, F. N., Broadhead, J. F., Browning, 
G. E., Campbell, F. B., Clarkson, G. P., 
Cowle, R. C., Crawford, L. C., Frost, A. 
J., Gaviller, C. F., Gorman, M. J., Grundy, 
G. E., Harper, S. E., Harvie, W. F., Hill, 
J. K., Hogben, W., Innes, J. S., Kane, R. J., 
Lewis, H. G., MacDonald, W. L., MacKech- 
nie, C. C., MacKenzie, H. A., McDougall, 
W. J., McLeod, G. D., Moore, J. H., Nor- 
wood F. L., Orr, J. A., Palin, F. R., Parish, 
A. W., Parkinson, R. M., Ross, J., Ross, W. 
G., Saunders, R. E., Shakespeare, W. C., 
Shulman, J. J., Smith, St. E. V., Spry, C. H., 
Stone, F. R., Taylor, R. B., Thompson, W. 
G., Tyndall, C. L., Watson, A. G. 

The new Fellows received their certifi- 
cates from the president at a reception held 
in the Granite Club, Toronto, on May 21, 
1959. 


Public Forum: Considerable publicity re- 
sulted from the rebroadcast of a series of 
tape recordings made during an Institute- 
sponsored public forum on Income Tax, 
held in Toronto in March. Up to the end 
of April, the forum was broadcast by 24 
radio stations outside Toronto and by two 
Toronto stations. As a public service in 
connection with the forum, Toronto mem- 
bers of the Institute gave written answers 
to 140 correspondents who wrote to the 
forum with personal tax problems. 


QUEBEC INSTITUTE 
Provincial Conference: The third annual 
provincial conference of the Quebec Insti- 
tute and the 79th annual meeting will be 
held at Macdonald College, Ste. Anne de 
Bellevue, Que. on Monday and Tuesday, 
June 15 and 16. The registration desk will 


be opened on Sunday evening, June 14. 
The annual meeting will take place at 3.15 
p.m. on Monday, June 15. 

An active committee is preparing a pro- 
gram that will be attractive to both prac- 
tising and non-practising members. Most 
of the sessions will be in the form of either 
panel meetings or discussion groups. Some 
of them will be in English, some in French, 
others in both languages. 

Among the topics being considered for 
discussion in English are: a new look at 
depreciation, financial and cost forecasting, 
defalcations and the auditor’s liability, func- 
tion of accounting in control of mainten- 
ance costs, techniques for review of internal 
accounting controls, consideration of intern- 
al accounting reports, capital expenditures 
and standards for return on investments, 
and audit of profit and loss statement. 


Some of the subjects to be conducted in 
French are: lévaluation des inventaires — 
discussion en petits groupes, suivie d’une 
discussion générale, les sources de credit et 
de capital pour la petite entreprise, les 
techniques de revue des procédés compt- 
ables, la vérification de l'état de profits et 
pertes, les modes de rémunération de la 
direction et l’incidence des impéts sur le 
revenu. 


Feature speaker of the conference, who 
will speak at the Monday luncheon, will be 
T. R. McLagan, O.B.E., president and gen- 
eral manager, Canada Steamship Lines Ltd. 
Mr. McLagan will discuss the Seaway and 
its potential effect on Montreal and the 
Province of Quebec. 

During the conference special honour 
will be paid to father-and-son pairs of 
Institute members, and all such “combina- 
tions” are especially urged to attend. 


The Conference Committee is headed by 
K. P. Farmer, chairman, who is ably sup- 
ported by D. P. Cassidy, Jerome Carriére 


and A. S. Cunningham. 
Continued on page 558 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 
Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


Closing date is 13th 


FOR SALE: Small accounting practice in 
Toronto. Box 896. 


FOR SALE: Expanding Chartered Account- 
ant’s practice in central, western, Ontario. 
Grossing about $25,000.00 per annum. Con- 
sideration one year’s fees. Terms cash. 
Box 903. 


PRACTICE WANTED: Jewish Chartered 
Accountant in Montreal wishes to purchase 
small or medium sized practice, or to en- 
ter into partnership with a view to event- 
ual purchase. Box 897, 


C.A. (Protestant, age 53) with small prac- 
tice in Montreal and good commercial and 
taxation experience seeks position where op- 
portunity afforded to serve existing clients. 
Box 893. 


EXCELLENT OPPORTUNITY in South 
Western Ontario for chartered accountant 
who wants to establish own practice. Box 
894. 


WELL-ESTABLISHED Toronto firm of 
chartered accountants with expanding prac- 
tice has opening for young C.A. of ability 
and good personality. Please detail experi- 


ence, salary requirements and _ personal 
background in full. Box 898. 








C.A. AVAILABLE: 1956 graduate with 
commerce degree desires position in indus- 
try or with practising firm. Box 905. 


of preceding month. 





C.A. or SENIOR STUDENT required for 
expanding C.A. practice in Southwestern 
Ontario. Partnership prospects are ex- 
cellent for young man with management 
abilities and desiring a career in public 
accounting. Reply in strictest confidence 
stating education, experience, age, marital 
status and other personal details to Box 
899. Enclose recent photograph if possible. 


AVAILABLE: Chartered Accountant, 
B.Com., R.I.A., age 26, desires position 
anywhere in Canada with progressive in- 
dustrial or commercial organization. Box 
902. 





CHARTERED ACCOUNTANT, young, in- 
telligent and ambitious with 6 years experi- 
ence in small public accountant’s firm in 
Toronto. Desires association with C.A. 
firm anywhere in Ontario with partnership 
prospects. Box 904. 





CHARTERED ACCOUNTANT, B.Com., 
Jewish, 32, broad professional and indus- 
trial experience desires part time work with 
C.A. firm or full time position with partner- 
ship prospects. Montreal area. Box 901. 


MONTREAL C.A. with nice medium sized 
practice seeks association or partnership 
with similar member in order to effect 
economy of operation, efficiency of admin- 
istration, protection in the event of illness. 
Box 900. 


CHANGE OF ADDRESS 
Members and students who change their address and advise The Canadian 
Institute of Chartered Accountants of such change should also notify their 


own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to ensure prompt 
receipt of all provincial Institute mail, it is essential that the secretary of the 
provincial Institute be notified directly. 








Order Form 
C.1.C.A. PUBLICATIONS 


(CJ Financial Reporting in Canada, 
(members $4.00) $5.00 


(J Accounting Terminology 
(members $2.00) 2.50 


(] Integrated and Electronic 
Data Processing in Canada 1.75 


Canada's Investment Business 1.75 
Grain Accounting in Canada _ 1.25 
Municipal Finance in Canada 


Small Retail Store 
Accounting 


Accounting for the Forest 
Product Industries 


Auditing Procedures 


Chartered Accountants 
Examinations in Canada .... 


Binder and Set of Research 
Bulletins 


Binder for bulletins 


Examination Questions: 1954, 
1955, 1956, 1957, 1958 
(ea.) 


Examination Solutions: 1956, 


The Canadian Institute of 
Chartered Accountants, 
69 Bloor St. East, Toronto 5, Ont. 


Please send (postage prepaid) 
lications checked above. Enclosed find 


remittance of $ 
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B.C. INSTITUTE 


1959 Annual Meeting: The 54th annual 
meeting of the Institute will be held in 
Vancouver on Thursday, June 11, and Fri- 
day, June 12. The following tentative 
schedule has been drawn up: 
Thursday a.m., Technical sessions — U.B.C. 
campus. 
Thursday noon, “Cold plate” luncheon — 
U.B.C. 
Thursday p.m., Technical sessions — U.B.C. 
campus. 
Friday a.m., Armual business meeting — Ho- 
tel Georgia ballroom. 
Friday noon, Members’ luncheon — Hotel 
Georgia ballroom. 
Friday p.m., Special meetings to discuss 
(a) proposed revisions to the by-laws 
pertaining to professional conduct. 
(b) policy in employing articled clerks. 
—Hotel Georgia Ballroom and York 
Room. 
Friday evening: Annual spring dance — 
Hotel Georgia Ballroom. 


QUEBEC STUDENTS 


Forums: A forum in the French language 
“Undistributed Income” was held in 
the assembly hall of the Institute on May 
19. Discussion leader was Jacques Paré. 

Twin forums, one in English and one in 
French, on June 2 and 4 dealt with the 
new Estate Tax Act. Speakers for the 
French forum were Jean-Guy Cardinal, sec- 
retary, Trust Général du Canada; and for 
the English, W. J. Hulbig, associate gen- 
eral counsel, Sun Life Assurance Company 
of Canada. 


EDMONTON STUDENTS 


The members of the Chartered Account- 
ants’ Students Society in Edmonton were 
guests recently at the local branch office 
of the International Business Machines Co. 
Ltd. for two lectures. 

The lectures, which were arranged es- 
pecially for the society, were given by Mr. 
W. B. McMinn, B.Sc. who is an applied 


representative for International 


Business Machines Limited. 
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BOOKS and 


FINANCIAL REPORTING 
IN CANADA, 2nd ed., 1957 


Designed for those who plan and prepare 
financial statements (members $4.00) $5.00 


ACCOUNTING TERMINOLOGY 


A 77-page dictionary defining words and 
DNV RSOS ac ckuN oti (members $2.00) $2.50 


INTEGRATED and ELECTRONIC 

DATA PROCESSING IN CANADA 
Valuable reading for those interested in 
automatic data processing. Chapters on 
auditing electronically produced records, 
evaluating E.D.P. possibilities and case his- 
ONO snesicoaveycccsnastiveas sce ssransasedestasorteicoins 1.75 


CANADA'S INVESTMENT 
BUSINESS 


One of the best book- 


lets on the mysteries 


of the investment busi- 

ness — Toronto Globe 

SEE ss cscissices $1.75 “en 
GRAIN ACCOUNTING IN 
CANADA 

A useful reference for those interested in 
PATA OROOMMOINGL cscs cckcssscassoxisesstesesese $1.25 
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BROCHURES 


MUNICIPAL FINANCE IN 
CANADA 

Municipal finance officers and auditors will 
find helpful data in this 40-page book- 
let $1.25 


SMALL RETAIL STORE 
ACCOUNTING 


A valuable brochure 
for the small retailer 
intent on seeing his 
business prosper, $1.25 





ACCOUNTING FOR THE FOREST 
PRODUCT INDUSTRIES 


Concise descriptions of forest product indus- 
tries’ operations and special accounting 
PONE Be casscceitsseccthuisvelicicec ce aar talents $1.75 


AUDITING PROCEDURES 


This introduction for the student-in-accounts 
has become a standard handbook .... $1.25 


CHARTERED ACCOUNTANTS 
EXAMINATIONS IN CANADA 


ACCOUNTING and AUDITING RESEARCH BULLETINS 


Bulletins, No. 2 and Nos. 4 to 16 
Sen Gt PROBE cecsisscci cme: (ea.) 25¢ 


EXAMINATION QUESTIONS and SOLUTIONS 


Questions, 1954, 1955, 1956, 1957, 
PRE Serr Ghia neeninne (ea.) 50c¢ 


A guide for exam. candidates ............ 50c 
Binder for bulletins ...........0.......cc0008 $1.00 
Binder and set of bulletins ................ $3.00 
Solutions 1956, 1957 ................ vic oh pied 50c 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 


Toronto 5, Ontario 


For order form see opposite page 
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BARRISTERS AND SOLICITORS 





MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


560 





PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 
Royal Bank Building - - - - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - Montreal 1, Que. 





PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - - Montreal 1, Que. 





STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 





MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 
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LIFE INSURANCE 


MERTON DURANT — ROSS DURANT 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 





JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 
SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. James St. WEstT MOonrTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 


Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Bur_pinc MoNTREAL, QUE. 





ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 
55 YONGE STREET TORONTO, ONT. 


Blank, per 50 of either .. $1.00 
Inventory Pe 
Blank, per 100 of either.. $2.00 
and 


ee Available in English or French 
Liability i thekady 


Certificates Postage or express collect 


| THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 

















for capital 
expansion 


Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 


dustrial Development Bank. 
Information about 1.D.B. financing in the fields of: 


e Manufacturing ¢@ Repairing ¢ Processing 
e Transportation © Construction @ Air Services 
e Packaging ¢ Engineering etc. 
can be obtained from your banker, auditor or 


lawyer or from the nearest office of the Industrial 


Development Bank listed below: 


idhb INDUSTRIAL 
DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 


Vancouver 1030 West Georgia St. 

D Calgary 513 Eighth Ave. West 

I. . a. Winnipeg 195 Portage Ave. East 
regional Toronto 250 University Ave. 
London 291 Dundas St. 

offices Montreal 901 Victoria Square 
Quebec 955 Chemin St. Louis 

Saint John 35 Charlotte St. 

Halifax 65 Spring Garden Road 





BURROUGHS F:2000 BUSINESS COMPUTER 


ITS A NEW DIMENSION IN COMPUTER / ACCOUNTING MACHINES WITH: 
DIRECT COMPUTATION - UNLIMITED PROGRAMMING - RELIABLE PRINTED- 
CIRCUIT COMPACTNESS - 252 DIGIT MEMORY - GANG INPUT - RANDOM 
ACCESS STORAGE: PRINTED OUTPUT DIRECT TO ACCOUNTING RECORDS: 
ALL THESE COMPUTER ADVANTAGES AT AN ACCOUNTING-MACHINE PRICE 


Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” of Conode 








